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Merchants Paid for Protection 
in the Amsterdam Bourse 


Banking was different in the seventeenth century. When 
the merchants of Amsterdam deposited their coin and 
bullion in the Amsterdam Bourse for safe-keeping ... they 


paid for the protection. On any deposit the Bourse credited 
its customer five per cent below the mint value of the coin 
and bullion. An additional charge of one-half of one per 
cent was made if the funds remained in the bank for more 
than six months. 


Also every new depositor was charged ten guilders and every 
deposit was regarded as a new account and accordingly 
charged three guilders. 


Times have changed. Banking practice is different and the 
need for protection is one hundred-fold more necessary 
today. Diebold Vault Doors, scientific in design and con- 
struction, give the needed protection against burglarious 
attack, 


One feature, our Thermatic Locking Device, is the only 
known method recognized by the Underwriters Labora- 
tories and the National Bureau of Casualty Underwriters 
as affording additional protection against the attack of the 
cutting torch. Proof — they have granted a special 10% 
insurance discount for this purpose. Shall we send you 
complete information? 


DIEBOLD SAFE & LOCK COMPANY, CANTON, OHIO 
Represented in leading Cities in U. S. A. and Canada 


DIEBOLD SAFE 


ASK YOU BAN KGE Ro 
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The New Money 


»—— [THE JOURNAL COVER ILLUSTRATION; FROM A PAINTING BY WALTER DE MARIS}]——« 


HAT a change in our pros- 
perity and in the stability 
of our financial system is 


marked by the coming of the new 
currency! 

The time was, as many writers 
have recorded, when new notes of 
new banks, were looked upon with 
suspicion for they might be and often 
were worthless. In that time also, 
the notes of old 
banks and, sound 
banks, too, did not 
always receive a 
cordial reception. 
Hence it was not 
the habit then, and 
indeed could not be 
in view of the com- 
mon experience, to 
accept currency 
with scarcely a 
glance as to whence 
it came. 

In contrast with 
that condition was 
the effort made last 
month by many 
corporations, to ob- 
tain great quantities of the new cur- 
rency fresh from Washington. 

Thanks to the stability of our sys- 
tem and to the many agencies of pub- 
licity through which the public was 
prepared for the new money there 
was developed an eagerness to get it 
instead of a reluctance to accept it, 
such as prevailed in California in 
the days when the sturdy folks there 
considered the gold they were min- 


ing to be a real man’s money. 

Numerous department stores in 
New York City made requisitions 
of their banks for $100,000 of the 
new currency on the first day of its 
distribution. One store wanted 350,- 
000 one-dollar bills. Someone had 
planned, it was explained, to adver- 
tise as a trade inducement that a new 
one-dollar bill would be given as a 
part of the change, 
to every purchaser. 
That request and 
others of its kind 
could not be 
granted. 

As has been ex- 
plained by the 
Treasury, the new 
is to supplant the 
old, as rapidly as 
possible, but the 
transition will 
cover a long period 
and can not be done 
on a wholesale 
scale. In all prob- 
ability, the old size 
bills will be turn- 
ing up for many years, though in 
sharply decreasing numbers. 


STILL there are spots all over the 

country where one will find 
people, the even tenor of whose lives 
is undisturbed by changes in our cur- 
rency system, and in one of these, a 
southern mountain district, Mr. de 
Maris has chosen to illustrate the in- 
troduction of the new money. 


| 


AMERICAN BANKERS ASSOCIATION JOURNAL 


August, 1929 


This Seal—an 
Endorsement of Satety 


A good promissory note becomes a better one if 
it carries an acceptable endorsement. 


Likewise a good investment security is safer if it 
bears the seal and guarantee of General Surety 


Company. 


This endorsement carries no conditions, is absolute, 
and cannot be revoked. It means that nothing will 
be permitted to interfere with the payment of 
interest or principal. 


It is the only factor needed to ratify the banker’s 
judgment as to the acceptability of an investment. 


GENERAL SURETY COMPANY 


340 MADISON AVENUE, NEW YORK 
Capital and Surplus $12,500,000 


Under Supervision Insurance Department State of New York 


When writing to advertisers please mention the American Bankers Association Journal 
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This Month’s Journal 
nd 


Your Own Bank 


HERE is plenty of food for reflection in the leading article in 

] this month’s issue of this magazine—plenty of stimulus for 

those who are trying to see clearly the future of banking as 
a whole, or the clarification of some of its lesser aspects. 

The group banking movement has taken on an 
almost uncanny strength, and perhaps the signifi- 
cant characteristic of this movement is the pros- 
pect that now or in the not distant future it may 
Sweep away the barriers that at present hold it 
in check. “Why the Rush to Chain Banking?” 
is a logical question and a very readable answer to 
that question is given by Howard Whipple of San 
Francisco in the first of our articles. The gist of 
his answer is because bankers think that branch 
banking is soon to spread and he who has a chain 
bank or a group of banks then will be in a position 
to profit by any change which may be made in the laws. 


66 HERE the Call Money Comes From” is an 

unusual discussion of the source of the cor- 
poration money that is sent out to earn its keep, 
and a trifle besides. The author, H. K. Parker of 
the Standard Statistics Co. of New York, groups 
the classes of corporations that thus employ idle 
funds and discusses the attitude of the corporations, 
some of whom think that the loaning of idle funds 
by an industrial, or other commercial enterprise is 
unethical while others think that to thus add to 
their profits is the natural and normal thing to do. 
Incidentally, these changing times have developed a 
new type of treasurer, decidedly different from the type of ability 
that would be satisfactory a few years ago. 

Of equal importance to where call money comes from is the ques- 
tion of the relation of the present call money situation to ordinary com- 
mercial activities. This question is answered in “Call Money’s Affect 
on Business,” an article by R. E. Badger, vice-president of the Union 
Trust Company of Detroit. 


MAN need not be a branch banker now or ever 

to derive a benefit from perusing the “Letters 
to Branch Bank Managers” written by H. O. Powell, 
General Manager of the Weyburn Bank in Sas- 
katchewan, Canada. Confidential communications, 
started back in 1914, they were indited without ever 
a thought that they would appear in print. They 
are as valuable now as they were when written be- 
cause they plainly state rules which, if followed, 
may save many a country banker worry and loss. 
And the most interesting thing in connection with 
them is that the reader will perceive, as he follows 
them in this and in several issues to come, that they forecast un- 
paralleled banking and business conditions and indicate safe courses 
of management under unusual conditions. 


How much money are you making on float? 

Why don’t you make more? 

In too many cases the answer to the first question may be “very little”; 
in too many cases the answer to the second question may be “we cannot.” 

But, however you may have silently answered the two questions printed 
above, turn to the article headed ‘““Make More Money on Float” as a stimulus 
to action that may add to the income of your bank. 
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Looks Likea File 
Serves Like a Safe 


TorPrivate 
‘Documents or 


What Have You. 


Your finger tip 
releases the false 
(file) front which 
lowers to a ledge; 
and the substan- 
tial combination 
unlocks the one- 
half inch solid 
steel safe door. 


Prices up to $67.50 
West of Denver $81.00 


CONCEALED SAFE 


‘Keeps Private’ 


Matters PRIVATES” 


A steel safe, asbestos covered, is inseparably 
welded into this handsome steel cabinet, yet 
concealed by the false (file) front. 


Built entirely of steel with exquisitely 
grained finishes. A serviceable extension 
shelf closes noiselessly against cushioned 
stops. The top of the cabinet and the shelf 
are surfaced with desk linoleum handsomely 
bound with bronze edging. Rings from the 
water bottle, glasses and ink stains wash 
off, thus protecting other fine equipment 
from abuse. 


In Use the World Over 


In offices, stores, and banks the world over, depart- 
ment heads and executives are Pe ype with In- 
vincible Concealed Safes. In branch offices Con- 
cealed Safes built into filing cabinets supply every 
necessary protection at a nominal cost. See your 
dealer or write us for Illustrated Folder showing 
a variety of fine models. 


Invincible Metal Furniture Co. 


836 Franklin Street 
Manitowoc, Wisconsin 
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What Other Chairs 


Can Promise So Much? 


The reason that Milwaukee Chairs 
are today the leaders in the field 
of fine office chairs is not hard to 
discover. 

The widespread preference for 
these famous chairs by great banks, 
commercial and industrial institu- 
tions, as well as by professional men 
throughout the country, is due to 
their outstanding worth and utility. 

No other chairs can promise so 
much in attractive styles and de- 
signs. No other chairs reflect the 
same degree of dignity and charm. 


And no other chairs compare with 
them in enduring service and in 
comfort. 

Let Milwaukee Chairs solve for you, 
conclusively and satisfactorily, this 
important question of “what chairs?” 

Out of the great variety of designs 
there are Milwaukee Chairs which 
will harmonize perfectly with your 
present equipment. Photographs 
suitable for your needs will be 
gladly submitted. Write to the Mil- 
waukee Chair Co., 666 Lake Shore 
Drive, Chicago. 


MILWAUKEE 
CHAIRS 
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7” the handling of 
insurance money 
where is the line of 
demarcation as_ be- 
tween the fiduciary 
corporation and the 
insurance company? 
Read “The Family 
Business and Life 
Insurance Trust,” by 
S. S. Hubener, pro- 
fessor of insurance 
in the Wharton 
School of Finance, Philadelphia, a worth- 
while addition to the literature relating 
to insurance trusts, and one that is es- 


| pecially valuable to banks. 


There are changes impending in British 
Economics which—if they take place—will 
be important to America. They may add or 
may detract from our own prosperity. What 
these changes are and whether or not we 
will be asked to supply money with which to 
bring them about are by Emmett Harris, 
discussed under the heading of “Changes in 
British Economics Near.” 


L. RUSSELL, 

*Dean of the 
College of Agricul- 
ture, University of 
Wisconsin, always 
speaks and writes 
interestingly on ag- 
riculture. Everyone 
interested in agricul- 
ture will be inter- 
ested in getting his 
view of the task 
that lies before the 


| Federal Farm Board and which he sets 


forth in an article in this issue. 


EADERS of the 

JOURNAL have 

long been familiar 

withthe valuable dis- 

cussions of Charles 

F. Speare, for many 

years a close ob- 

server of events in 

the financial district 

of New York City. 

His present article 

deals with the listing 

on the stock ex- 

change of investment trusts, the latest 

phase of that great and important devel- 

opment of finance. 

He has his own interesting interpreta- 

tion of what the listing of these trusts 
on the Big Board means. 


VERY banker in- 

terested in the 

call money market 

will be interested in 

she carefully thought 

out discussion “The 

Call Loan’s Place in 

a Bank’s Secondary 

Reserve,” by Henry 

H. McKee, president 

of the National Cap- 

ital Bank, Washing- 

ton, D. C. It goes 

deeply into the subject and reaches a 
conclusion that should be useful to every 
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bank in determining its own particular 
policies with regard to the call market 
and with regard to what shall enter into 


its secondary reserves. 


NE of the most striking of the many 
new economic developments of the 
last few years is the merger movement. 
It has swept like a wave over the busi- 
ness and industrial world. Banking has 
been one of the last fields of activity to 


reflect the trend toward mergers, but | 


once begun the rapidity with which con- 
solidations have been effected among fi- 
nancial institutions has been truly as- 
tonishing. 

What will be the effect of the merger 
movement in banking? This question is 
answered by Willard L. Throp, professor 
of economics at Amherst College, in his 
article on “The Consequences of Bank 


Mergers.” Announcements of new bank | 


mergers have been coming so fast in re- 
cent months that interest has been cen- 
tered on the newly joined institutions 
rather than upon the effect of greater 
centralization of resources on the Amer- 
can banking structure. There appear to 
be unavoidable consequences which must 
be reckoned with. 


T this juncture 

in the history of 
farm relief, when 
the national govern- 
ment through its 
Federal Farm Board 
is feeling its way 
along in its deter- 
mination to aid agri- 
culture, a review of 
the long and tedious 
way Canada trav- 
eled before it found 
a satisfactory method of marketing its 
great wheat crop should be more than a 
piece of mere reading matter. 

Under the title “Canada’s Substitute 
for Federal Farm Relief,” A. H. Harris 
of Seattle, Wash., concisely reviews the 
history of the agricultural aid movement 
in Canada, and thus helps to a better un- 
derstanding of the movement with a sim- 
ilar objective. 


(COBANGES in methods of banking and 
in types of institutions are not the 
only shifts taking place in the realm of fi- 
nance. Far-reaching changes have taken 
place in the uses of credit as well as in 
the channels for supplying credit. Con- 
sumer credit has attained an importance 
in the everyday life of this country un- 
dreamed of before the World War. Carl 
S. Dakan, professor of business admin- 
istration at the University of Washing- 
ton, explains the significance of the 
changing uses of credit to banking. 

He discusses a situation in banking 
less self-evident than the spectacular 
movement toward mergers and consolida- 
tions but which nevertheles is one of the 
fundamental causes of that movement. 
There is revealed in a sense a new basis 
for banking, which probably will be the 
basis of the future. 
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A.D.T. PHONETALARM 


“Sound” Protection 
for your vault 


Sound—because the A.D.T. Phonet- 
alarm immediately detects any 
hammering, drilling, burning or 
other disturbances on the surface of 
or within the vault. 


There is no chance of burglarizing 
an A.D.T.-protected vault. The sen- 
sitive sound detectors on the ceiling 
of the vault are actuated immedi- 


ately causing the A.D.T. Vault 
Alarm to operate. 


A.D.T. Phonetalarm is an Under- 
writers’ Approved Grade “A” Sys- 
tem. Available for local operation 
or for operation through A.D.T. 
Central Stations, located throughout 
the country. 


Write for complete information. 


Controlled Companies of 


AMERICAN DISTRICT TELEGRAPH CO. 
183 Varick St., New York, N. Y. 


Above, view shows how sensitive sound de- 
tectors are installed on ceiling of vault. At 
right, view shows A.D.T. Vault Alarm Hous- 
ing, attractively designed to harmonize with 
the architectural scheme. 
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Great Transition 


INTERNATIONAL HARVESTER expresses its apprecia- 
tion to the American Exchange National Bank of Dallas for 
this tribute paid to modern farm equipment. The Harvester 
organization, grown great in world service to better agri- 
culture, traces its constructive work back to Cyrus Hall 
McCormick and the first reaper. For nearly 100 years now 
the farm equipment builders have labored along the lines 
of the simple slogan of the industry, “Good Equipment 
Makes a Good Farmer Better.” 


7 HEN Cyrus Hall McCormick tested his 
reaper before a throng of Virginians at 
Steele’s Tavern in 1831 he instituted a 


new era in the agricultural development of the 
new world. 


“Previous to this time the tilling of the soil and 
the gathering of the harvest had been practically 
an operation by hand. 


“From that historic beginning there has been a 
steady transition from crude and time-consuming 
methods to efficient operation of power machinery. 


“Today tractors with twenty times the power 
and considerable more speed than Old Dobbin 
pull the plows, the harrows and the cultivators. 
Four furrows are plowed where only one was 


turned before. As if by magic, grain is cut and the 
kernels are separated from the straw and chaff, all 
in one machine. 


“There are implements that uproot weeds, kill 
certain kinds of grass, spray the plants for bugs 
which menace the crop. Feed mills automatically 
grind and mix balanced rations to feed the live- 
stock. Milking machines and cream separators 
have enabled farmers to include dairying in their 
profitable activities. 


“Release of the farmer from back-breaking toil 
has been one benefit of power and modern farm 
implements. Lower production costs of clothing 
and foodstuffs has been another. Both are services 
to mankind that border close to divine guidance.”’ 


2 Text of an advertisement published by the American Exchange National Bank, Dallas, Tex. Je- 


INTERNATIONAL HARVESTER COMPANY 


606 So. Michigan Ave. 


Today the familiar aame 
McCormick - Deering is 
stamped on tractors and 
many other lines of 
equipment for the farm. 
These quality products 
are sold in every corner 
of the United States 
through the stores of 
the McCormick-Deering 
dealers. 


OF AMERICA 


{Incorporated} 


Chicago, Illinois 


McCORMICK - DEERING 


When writing to advertisers please mention the American Bankers Association Journal 
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Why the Rush to Chain | 
Banking? 


By HOWARD WHIPPLE 


Vice-President, Bank of America in California ' 


= 

CA 


It is Because of a Desire of Bankers to Realize on Their Belief 
That We Are on the Threshold of An Era of Branch Banking. 
An Analytical Comparison of the Two Systems. Elements of 


Strength, Mobility of Credit. 


ANK failures and mergers are 
yielding their prominence in 
bankers’ discussion to chain bank- 
ing. It receives this attention 
not because it is something new, for it is 
far from that, but because of the in- 
tensity and unusual magnitude of the 
present movement. In expansive activity 
at least chain banking is flourishing like 
a weed in a fertile garden, particularly 
in states whose laws inhibit branch bank- 
ing. But before examining the reasons 
or motives for this activity, it is neces- 
sary to differentiate between the two. 

The laity confuses chain and branch 
banking and makes little or no distinc- 
tion between them. There are similari- 
ties, it is true. Both are forms of multi- 
ple-office banking; both are subject to a 
common control. But beyond that they 
are quite dissimilar in structure and op- 
eration. 

To illustrate the differences in struc- 
ture we must define them. Chain bank- 
ing may be defined as a group of unit 
banks tied together by a common, super- 
imposed ownership. This may be in 
whole or in part and usually is the lat- 
ter. Branch banking, on the other hand, 
may be defined as a group of offices of a 
single bank. 


Complete Mobility of Assets 


he operation they are more dissimilar. 
This is due for one thing to the dif- 
ference in the mobility of their assets. 
Branch banking enjoys complete mobility 


chain banking. 
sets are pooled; 


Five Points 


the points made 
in this article are: 

That the rush to group 
banking is born of the be- 
lief that we are on the 
threshold of an era of 
branch banking; 


That political boundaries 
are not economic barriers; 

That the fear of mon- 
opoly will not be an ob- 
stacle against branches; 

That after the World 
War there was no bank 
catastrophe abroad to 
match our record of fail- 
ures; 

That Congress is now 
faced with a_ sufficient 
necessity for the next step. 


in contrast to the restricted mobility of 
In branch banking, as- 
in chain banking, they 
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Forty-eight Separate Controls 


are pyramided. In the latter, assets are 
earmarked for each particular office. In 
branch banking, assets are not ear- 
marked; they belong to the whole. The 
depositor in a branch system does not 
have to look for the safe return of his 
funds to the assets only of the branch 
where he carries his account; instead he 
may look to the assets of every other 
branch. The chain bank depositor, on the 
other hand, can only look to the assets 
of the office where he maintains his ac- 
count. 


The assets of a unit of a chain system 
are further restricted to both the geo- 
graphical and economic area of its loca- 
tion except for the comparatively minor 
item of primary and secondary reserves. 
In contrast, the assets of a branch sys- 
tem are spread over a broader geograph- 
ical area and accordingly may cover a 
wider variety of economic activity than 
is possible for any unit of a chain. The 
branch system, therefore, personifies the 
group insurance idea, the diffusion of 
risk broadly so that no single catastrophe 
may be borne individually. In chain 
banking, however, hazard is localized 
just as it is when a man carries his own 
insurance. 


This localization of risk in chain bank- 
ing has been pointed out many times as a 
factor of safety in favor of the unit idea. 
As long as assets are earmarked, it is 
said, their unworthiness in a particular 
unit does not affect adversely the de- 
positors of other units. The force of 
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this argument applies more fully in the 
case of an exceptionally severe, local eco- 
nomic disaster. Hail or frost, for ex- 
ample, may wipe out the crops in the 
trading area of a chain unit. A few 
miles away, however, the patrons of an- 
other unit of the chain may escape un- 
harmed. The loss might be fatal to the 
solvency of the bank meeting the dis- 
aster. But were it a branch the shock 
would be cushioned and absorbed by the 
other branches. 

An interesting illustration of this ca- 
pacity on the part of branch banking ex- 
ists in Mexico, where more or less com- 
plete annihilation of local banking offices 
has sometimes occurred. In case such a 
catastrophe should afflict any of its Mex- 
ican branches, a Canadian bank contracts 
in writing to pay its Mexican depositors 
dollar for dollar in New York or at any 
of its other branches. Similar action 
would be virtually impossible to a unit 
or chain bank; but in the case of the 
branch bank the action is merely ac- 
knowledgment of a legal obligation put 
in writing for service selling purposes. 


Localization of Risk 


i ae argument of localization of risk 
does not apply as fully in the case of 
general unworthiness of assets through- 
out a chain when that fault is due to in- 
competency or irregularity of manage- 
ment. This type of disaster, unfortu- 
nately, occurs more frequently than the 
localized variety. When such a condi- 
tion exists and the public becomes aware 
of it, the theory of separate identity 
falls by the wayside in the face of prac- 
tical action on the part of the public, 
which, losing confidence, seeks to with- 
draw its funds from all units of the 
chain. That is because the public fails 
to recognize any separation of interest; 
it insists on regarding the units of a 
chain as wholly interrelated and de- 
pendent upon one another. 

Such a public attitude was recently ex- 
emplified in a southern state. The cen- 
tral bank in a chain system suspended 
one morning. The day after eighty-three 
affiliated unit institutions closed their 
doors. Not all these banks were insol- 
vent; but the good went down with the 
bad like a pack of cards just because the 
public was convinced that trouble in one 
meant trouble in all. 

Branch banking, of course, is not im- 
mune to the disease of general unworthi- 
ness of assets nor to a similar simulta- 
neous collapse of confidence because of 
it. Very little can stop the progress of 
a run on any bank when depositors are 
sufficiently alarmed. But in the absence 
of general asset unworthiness, loss of de- 
positor confidence, due to some psychical 
disturbance caused by baseless rumor, 
may be controlled more easily in branch 
banking because of the greater mobility 
of its reserves. Should one or more 
branches be attacked the reserves of the 
whole institution may be used to meet 
withdrawals at the point of attack. This 
early exhibition of capacity is usually 
sufficient to allay alarm. Chain bank- 
ing, on the contrary, lacks this degree 
of capacity. It is not possible to use the 
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reserves of the whole chain system to 
come to the rescue of units under attack 
due to legal restrictions and operative 
impediments. Only reserves belonging 
to the units themselves may be used plus 
some additional assistance the central 
bank of the chain might choose to give. 


No Power to Compel 
Assistance 


‘HIS assistance the central bank is not 

obligated to give an afflicted member 
of its chain. It may if it is to its interest 
to do so, but there is no power to compel 
it if that interest is lacking. Mere own- 
ership, for that is the basis of the cen- 
tral bank’s relationship to its affiliates, 
does not guarantee responsibility of 
management any more than ownership 
of an inherited farm on the part of a 
profligate son insures his capacity or 
willingness to manage it successfully or 
at all. 

The fact is that the central bank may, 
just like the profligate gon, divest itself 
of responsibility. It not only may, but 
actually does at times. In one chain at 
least the following has occurred: The 
chain management took the bad assets 
out of its better banks, concentrated 
them in one of its poorer banks, and then 
permitted it to fail. 

Such perversity would be utterly im- 
possible in branch banking. There re- 
sponsibility is whole, not partial, and 
may not be divested. A branch bank 
could not load one of its unsatisfactory 
branches with bad paper and then permit 
the branch to fail. It could not because 
none of its assets are earmarked as the 
special property of any particular 
branch; instead the assets of one are 
the assets of all and so are the liabilities. 
A branch system, therefore, cannot 
morally or legally repudiate any of its 
liabilities any more than a single unit 
bank can. On the contrary, the parent 
bank in a chain system may repudiate 
its responsibility to its chain units if it 
is in the mood. 


Like a Group of 
Correspondents 


HE relationship between a parent 

bank and its chain members will be 
more clearly understood if we recognize 
that the relationship is essentially that 
of a metropolitan bank with a group of 
country correspondents, but with this 
difference: the parent bank owns its cor- 
respondents. It compels the reserve de- 
posits of its chattels rather than attracts 
the custom of its friends. This is a very 
one-sided arrangement. It is far more 
for the benefit of the parent bank than 
it is for the chain unit. The small bank 
feeds the large bank; the owner does not 
feed its slave. The latter has no free- 
dom of choice in correspondents regard- 
less of the quality of the service it re- 
ceives. The former is under no obliga- 
tion to be of service, good or bad. When 
we own anything we do not have to 
struggle to please that which we own. 
And the weakness of chain banking has 
very often lain in the improper employ- 
ment of those reserves by the parent in- 
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stitution due to its sense of possession 
rather than trusteeship. 

In another direction the arrangement 
is a one-sided one. As in the correspon- 
dent relationship, there is far more buy- 
ing by the rural bank of commercia] 
paper of or through its city correspon- 
dent than the reverse of the situation, 
the purchase by the metropolitan bank 
of paper owned by its rural depositor, 
This is due to the many difficulties in the 
way of the latter procedure as well as 
the generally unsatisfactory experiences 
of city banks with their purchases of 
country paper. Accordingly, the flow of 
credit in chain banking is usually in but 
one direction, from the country to the 
city. When the contrary is the case the 
fluidity of the movement is extremely 
sluggish to say the least. 


Credit Flows 


N?2 such sluggishness exists in branch 
banking. There credit is far more 
mobile and flows from point to point 
without enduring the impediments of 
chain banking. This may be exemplified 
many times in the experience of the Cali- 
fornia branch banks, which often have 
far more loans at a branch point than 
they have deposits. 

A similar condition could not exist in 
the case of chain banking. But two 
courses are open to the parent bank 
should it wish to go to the assistance 
of a member of its chain afflicted with 
either a declining deposit level or an ex- 
cess demand for credit. One, it could 
purchase the unit bank’s paper. There 
are no legal obstacles in the way of this 
method, but there are practical objec- 
tions. Since the purchasing bank must 
purchase this paper without recourse to 
the former holder, unless that holder is 
willing to carry the notes purchased as 
bills payable, it naturally selects the best 
paper in the pouch. That leaves the 
poorer paper to meet the demands of de- 
positors. This is manifestly unfair. 

But that situation occurred in count- 
less cases during the period of deflation 
following the war. City correspondents, 
particularly in the Middle West, in an 
effort to save rural banks, took their 
paper generously, but naturally with an 
eye to their own safety. The harshness 
of their attitude after failure was quite 
in contrast; then their instinct of self- 
preservation and desire to realize on as- 
sets of doubtful value often caused them 
to sell this pledged or purchased paper 
for just the amount of, or less than, their 
claim, even though it might be far below 
the realizable value of the notes. This 
in turn caused unnecessary loss to the 
depositors of failed banks and aroused a 
justifiable suspicion of any existing bank 
which might show bills payable. In 
branch banking, it should be pointed out, 
the head office does not receive any such 
preferential treatment; credit is trans- 
ferred merely by bookkeeping entry 
rather than by the purchase and sale or 
pledge of assets. Depositors of a branch, 
accordingly, do not suffer any impair- 
ment of their security should it be 
obliged to call on the head office for as- 
sistance. 
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Aa practical objection, of less 
importance but worthy of mention 
because it does not occur in branch bank- 
ing, is that, in the purchase of this pa- 
per, actual title to it and its location as 
well are transferred to the purchasing 
bank. The makers of the notes, how- 
ever, do not like this. They are accus- 
tomed to seeing partial payments in- 
dorsed on the note and its immediate de- 
livery on final payment. The ignorant 
among them are unable to understand the 
unusual departure when delivery of the 
note is delayed and often infer that 
something must be wrong with a bank 
that is obliged to sell its paper. In 
branch banking under similar cases paper 
does not leave the branch nor does 
title to it pass. Suspicious inferences 
on the part of borrowers are therefore 
avoided. 

The second course of assistance open 
to the parent bank is very materially re- 
stricted by law. Deposits made by it 
with a member of its chain are considered 
as loans and must be carried by the bor- 
rowing bank as bills payable. These 
may exist in amount only to the extent 
of the capital and surplus of the aided 
institution. This severe limitation may 
not suffice in time of rapid decline of de- 
posit liability, as those who suffered that 
misfortune in the period of deflation can 
well testify. No such limitation is ap- 
plicable in the aid the head office of a 
branch banking system may bring to one 
of its offices. 

There is a further difference in the 
factor of safety to depositors in favor 
of branch banking when either chain or 
branch banks expand through purchase 
of existing unit banks. If the unit bank 
is purchased for a chain, only a change of 
stock ownership occurs; there is no 
transfer, no weeding out of worthless 
assets necessarily; if any assets are 
bad, they may continue to be bad in spite 
of the transfer of ownership. 

This is not the case in branch banking. 
There assets must be transferred from 
the purchased bank to the purchaser. If 
any are bad they would, in the absence 
of any prohibition to the contrary, be 
mingled with the other assets of the 
branch system and thereby dilute the 
quality of its security to its depositors. 
But this pollution the banking authori- 
ties wisely do not permit. They may 
not be able to prevent any transfer of 
ownership of bank stock, but they can 
and do prevent the deliberate incorpora- 
tion of bad paper into the totals of a 
branch system. This is accomplished 
under the California Bank Act by the 
requirement that the Superintendent of 
Banks must give his approval to mergers 
before their accomplishment. Similar 
requirements are demanded by the Fed- 
eral Reserve Board. 

There are other points of difference and 
similarity between chain and branch 
banking, but they are not particularly im- 
portant or germane to this discussion. 
The important ones discussed so far 
have largely to do with the greater mo- 
bility and diversity of assets on the part 
of branch banking and its inability to 
divest itself of responsibility of man- 
agement in contrast to the restricted mo- 


bility and diversity of assets as well as 
the limited and divestible responsibility 
of management on the part of chain 
banking. In the factor of safety to de- 
positors the evidence submitted would 
seem to incline largely to the favor of 
branch banking. 


If Substandard Banks Are 
Purchased 


O discussion of the comparative dif- 

ference in economic utility between 
the two systems has been held because 
no sources of information in that regard 
have as yet been developed. Branch 
banking in California we know has been 
not only successful, but profitable as 
well. Unit banking, too, has been suc- 
cessful and profitable in countless in- 
stances throughout the land, though at 
the present moment the smaller unit 
banks seem to be having a rather hard 
time of it. Chain banking, however, 
which holds an intermediate position be- 
tween the two, being pseudo-branch 
banking to one school and merely a glori- 
fied form of unit banking to another, has 
not had a proud record of success or 
longevity; quite the contrary has been 
the case. It is true that a limited num- 
ber of chains have been successful when 
under the guidance of exceptionally capa- 
ble men; but with the passing of these 
men the life of most chains has been 
short indeed. 

We will probably see some mortality in 
the present movement. This may be 
kept at a minimum if banks of good 
quality are purchased at reasonable 
prices. But if substandard banks are 
purchased or extraordinary prices paid, 
particularly by substandard bankers, the 
unsatisfactory history of chain banking 
will no doubt be repeated to an unusual- 
ly disastrous degree. 

It is fair to say, however, that even a 
group of small and weak banks under 
properly conducted chain management is 
possibly safer for depositors than the 
same banks would be individually where 
the single small bank cannot afford the 
cost of or otherwise command good man- 
agement. Capacity and integrity of 
management are, of course, a necessity in 
any banking system. Some bankers, too, 
are so capable that they are able to suc- 
ceed no matter what the character of 
the banking system under which they op- 
erate. But this is not the rule with 
the average banker; to a large degree 
his success depends upon the sufficiency 
of the system to which he belongs. 

We may expect then that, in the pres- 
ent movement, chains will be formed by 
bankers of all classes—the good, the bad 
and the indifferent. The good will suc- 
ceed, no doubt. The bad never do. The 
indifferent may or may not; the record is 
against them at best. 


Reason for the Rush to Group 
Banking 


ITH this poor record back of it and 
its patent faults in structure and 
operation, why are so many bankers, 
many of whom are perfectly aware of its 
history and its failings, rushing into 
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chain banking? Formerly chains were 
established for the purpose of feeding a 
central parent bank with the reserve de- 
posits of its chain units. In the present 
movement there are probably some ex- 
amples of similar intent, but with the 
majority this motive is apparently lack- 
ing. They have a new motive; that is 
the desire to realize on their belief that 
the United States is on the threshold of 
an era of branch banking, that the chain 
bank of today is shortly to become the 
branch bank of tomorrow. There are 
many evidences to support that belief. 
We may discuss the two most important 
ones. 

One is the disappearing opposition to 
branch banking. The other is the de- 
mand for branch banking, unvoiced at 
yet, but insistent and pressing never- 
theless and brought into being by the 
extraordinary changes in our economic 
life. The opposition to it was argu- 
mentative and political. The demand for 
it is economic and real. In such a con- 
test the latter forces are always eventual- 
ly victorious. 

It is difficult to learn just when and 
where the opposition to branch banking 
arose. The period between the Revolu- 
tion and the Rebellion saw a great deal 
of branch banking. Many systems were 
highly successful, particularly the First 
and Second Banks of the United States. 
Those institutions were allowed to perish 
through political action largely based 
on the jealousy of the state banks, a 
dog in the manger policy toward foreign 
stockholders and not on the institution 
of branch banking, Andrew Jackson’s 
misinterpreted statement to the con- 
trary notwithstanding. Even New York 
state’s law, limiting its banks to but a 
single office, was not directed against 
branch banking but was an attempt at 
currency reform; and when the Federal 
government passed the National Bank 
Act in 1863 giving the period subsequent 
to the Civil War its characteristic unit 
bank flavor, there was no discussion 
pro or con in reference to branch bank- 
ing in the debates in Congress. 


The Fear of Monopoly 


nevertheless, the op- 
position to branch banking on the 
part of bankers arose. Ostensibly it 
was based on the fear that branch bank- 
ing would result in a banking monopoly. 
This may have been a reflection of the 
widely held political tenet anent mono- 
polies in existence prior to the Civil 
War; but ordinarily we must look to 
individual rather than pro-bono-publico 
reasons. Bankers are just as human as 
any one else and will look to their own 
interests before they concern themselves 
with those of their fellows. In reality 
then bankers became hostile to branch 
banking because they thought it might 
be inimical to their own interests. They 
were assisted in this belief by the prev- 
alence of the idea that unit banking 
being American must be good and 
branch banking being foreign must be 
not so good. Furthermore, they only 
knew unit banking and again, being 
(Continued on page 162) 
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Where the Call Money 


Comes From 


By H. G. PARKER 


Vice-President, Standard Statistics Company 


What an Examination of the Balance Sheets of 1,000 Industrial 


and Other Corporations Reveals. Savings Banks Among Those 
Who Profit by Call Rates. Investment Trusts Large Loaners. 
Continuance of Competition Expected. Question of Ethics. 


S a supplement to the discussions 
which have taken place in recent 
months on the subject of brokers’ 
loans, there has developed re- 

cently a controversy as to the ethical 
side of the loans made by corporations 


for stock market purposes. As is well 
known, the proportion of funds for spec- 
ulative use being supplied by the banks 
has declined steadily in the recent past, 
while the proportion contributed by 
“others” has shown a constant growth. 

By far the greater part of the loans 
by “others” is the amount contributed by 
corporations and individuals. The era of 
general prosperity enjoyed by American 
industry in the past two years has placed 
very many of our large corporations in 
the position of having on hand a much 
greater amount of surplus cash than can 
be profitably employed in their busi- 
nesses. Furthermore, the financial con- 
ditions of these corporations have become 
almost ideal. Whereas a few years ago 
it was normal for manufacturing indus- 
tries to show a quite considerable item 
of “loans payable,” representing bor- 
rowings from banks, it is now next to 
impossible to locate any really large in- 
dustrial corporation showing this item 
in its balance sheet. 


A Factor in the Advance 


HE action of the Federal reserve 

bank in frowning upon the custom of 
a number of banks of supplying the funds 
necessary to maintain the speculative 
fever, which has been rampant in the 
last two years, while continuing to redis- 
count, naturally resulted in a diminution 
of funds supplied by such institutions 
with, of course, a corresponding advance 
in the call loan rate. This has opened the 
door to loaning by corporations of their 
surplus funds in the call loan market at 
a very attractive return. (We wish to 
make clear here that the term “call 
loans” in this article is intended to cover 
both call and time loans—in fact, loans 
for stock market purposes.) The invest- 
ment of these surplus funds in the money 
market by corporations has been attrac- 
tive not only because of the very satis- 
factory profits derived from the opera- 
tion, but because of the safe character 
of the investment as evidenced by the 
fact that the loans are secured by highly 


Is It Ethical ? 


HE accompanying ar- 

ticle gives the results 
of an inquiry and as to the 
“others” in the call money 
market. 

Examination of the bal- 
ance sheets of 1000 cor- 
porations indicated that 
194 of these companies had 
money out on call. 

Some industrial com- 
panies are opposed to put- 
ting their funds into the 
market while others com- 
mend the officer who adds 
to company earnings 
through this agency. 

Savings Banks among 
the institutions which have 
profited by the high rates. 
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liquid Stock Exchange collateral. And 
in addition, this is an investment that 
can be realized upon at any time and is 
more liquid than government securities 
or even than the majority of marketable 
issues. There has even been criticism of 
the right of corporations to loan their 
surplus funds in the stock market and 
many of them have been compelled to 
amend their charters or to reincorporate 
in other states to enable them to enter 
the loaning field. 

Naturally, bankers feel that it is the 
function of the banks to loan money and 
this feeling, we find, is very general on 
their part. The management of some 
non-banking corporations concur in this 
and feel that it is no part of their busi- 
ness to undertake to loan the money in 
this way, even though they admit the 
safety of the investment and the attrac- 
tive rate of return made available to 
them. 
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Conversations with treasurers and 
comptrollers of several large industrial 
concerns reveal that the group is now 
loaning money through the banks to 
brokers feels very strongly that they not 
only are justified in following this pro- 
cedure, but that they would be decidedly 
lax in their duties as financial officers if 
they did not employ surplus funds to the 
best advantage. Those refraining from 
making loans from principle, rather than 
because of some good business reason, 
agree with the attitude of the banker, 
namely, that loaning money is a function 
which should be left to the banks. 


Found 194 * Others’ 


ITH the idea of determining just 
how much of the $2,300,000,000 of 
brokers’ loans “for the account of others” 
at the end of 1928 was contributed by 
corporations, we have examined the 1928 
balance sheets of 1000 corporations hav- 
ing current assets of at least $1,000,000. 
We find that 194 of these 1000 com- 
panies apparently had funds out on call 
or time in one form or another, al- 
though it was impossible to determine 
the exact amount of these loans because 
of the varying methods of reporting the 
balance sheet items. In a great many 
instances, cash and call loans were com- 
bined, so that it was impossible to sep- 
arate them. Even considering these items 
as entirely loans, we were able to obtain 
a figure of only a little over $700,000,000. 
In 1927 there was $420,000,000 among 
139 of these 194 companies. We have 
no way of telling, however, how much 
“window dressing” some of these corpo- 
rations may have done in the matter of 
cash holdings and loans in preparation 
for their annual reports. A summary of 
the examination is shown on page 103. 
We believe it would be of interest to 
show just how this $700,000,000 was 
made up, but it is not practicable to pre- 
pare these data for the full 100 compa- 
nies. We therefore have selected 275 of 


‘the leading corporations for examination. 


A study of the balance sheets of these 
275 shows that 117 had a considerable 
amount of surplus cash—that is, their 
total cash items were well in excess of 
all current liabilities, while their general 
current position was excellent. It is fair 
to assume that the turnover on their 
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accounts receivable and inventory would 
provide, except in unusual instances, for 
their immediate needs and, therefore, 
their cash accounts may be accepted as 
practically all surplus cash. 


Four Main Groups 


117 companies can be divided 
into four main groups: 

(A) Those that do not invest surplus 
cash at all; (B) those that invest their 
surplus cash in government securities 
only; (C) those that invest in market- 
able securities as well as in government 
securities; and (D) those that put their 
excess cash out on call, in addition to 
investing in marketable and government 
issues. 

We will take first the group which 
does not invest its surplus cash at all. 
This group is comprised of only nine 
companies, the F. W. Woolworth Com- 
pany, American Tobacco Company, Gil- 
lette Safety Razor Company and Public 
Service Corporation of Illinois, making 


The Trade Wind 


up the larger part of the total cash of 
approximately $76,000,000 shown by these 
nine companies. In the case of the Wool- 
worth Company, it is reasonable to as- 
sume that this cash is widely scattered 
throughout the country in the form of 
deposits in local banks and perhaps may 
not be readily accessible for loaning pur- 
poses. 

Of the 117 companies analyzed, a 
group comprising companies that invest 
their surplus cash in government securi- 
ties numbers only twenty-one and exam- 
ination of these twenty-one shows that 
they retained $161,000,000 in cash and 
invested practically the same amount in 
government securities. Prominent in this 
group are the automobile manufacturers, 
such as Hudson, Nash, Hupp, Reo, White 
and Continental Motors. The mining in- 
dustry is represented by Calumet & Ari- 
zona, Calumet & Hecla, Homestake Min- 
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No. of Loan- 
ing Companies 


Cash and call loans..............+-. 58 
Marketable securities and call loans. 
Short term and demand loans...... 
Time 
Demand loans and deposits....... 
Deposits and 
Deposits and 


oO 


1928—_— - 1927——— 
No. of Loan- 
Amount ing Companies Amount 
$273,690,783 69 $150,927,074 
208,616,008 50 127,156,115 
79,511,869 5 42,771,635 
16,257,059 1 46,384,566 
11,280,048 9,450,000 
40,617,501 2 35,920,814 
48,500,125 1,000,000 
37,676,875 12 8,159,959 


$421,770,163 


ing, Mohawk Mining and Cerro de Pasco. 
Other prominent companies in this group 
include R. J. Reynolds Tobacco Com- 
pany, United Fruit, Westinghouse Air 
Brake, Marland Oil, Burroughs Adding 
Machine and Commonwealth Edison 
Company. 

There are forty-six concerns in the 
group which invests in marketable se- 
curities as well as in government securi- 
ties, but not in call loans. This group 
comprises the cream of American indus- 
try and includes such corporations as 
U. S. Steel, General Motors, American 
Telephone & Telegraph, General Electric, 
Allied Chemical & Dye, Standard Oil of 
New Jersey, International Harvester, 
Bethlehem Steel, Standard Oil of In- 
diana, Liggett & Myers Tobacco, Radio 
Corporation, Sinclair Consolidated Oil, 
and many others. 

This group showed total cash assets, 
including marketable and government 
securities, of approximately $2,.000,000,- 
000 and current liabilities of about one- 
half that amount. Their combined work- 
ing capital is approximately $3,500,000,- 
000. 

In the last group, companies which 
have made a practice of loaning money 
on call as well as of investing in market- 
able and government securities, and 
which comprises forty-three corpora- 
tions, are found such weil-known names 
as E. I. DuPont DeNemours. & Co., Inter- 

(Continued on page 185) 
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Letters to Branch Managers 


Into Which the Philosophy of Modern Banking is Woven. Credit 
Strains and Land Speculation Troubles Forecast with Special 
Instructions for the Safe Guidance of Bankers Through These 
Times of Stress. “Too Many Overdrafts.” “Look Good-Natured.” 


ROSPERITY has its problems. 

Recovery from the difficult days 

of the post-war years has not les- 

sened the demand for the greatest 
of banking assets—foresight. 

It was this quality that pulled many 
American banks through the period of 
depression and is guiding them safely 
through the smoother waters of prosper- 
ity. How banking steered its course 
through these years is its greatest, and 
least sung, achievement. 

For nearly two decades H. O. Powell, 
general manager of the Weyburn Secu- 
rity Bank, of Weyburn, Saskatchewan, 
Canada, has been addressing personal 


letters to the various branches of his in- 
stitution scattered over southern Saskat- 
chewan. These letters breathe the phil- 
osophy of modern banking, which is not 
only readiness to serve but preparedness 
to serve. 

A selection of these letters, beginning 
with the eve of the war and continuing 
down to the spring of 1929, are presented 
in the belief that they record the accun:- 
plishments of successful banks in North 
America, since both the United States 
and Canada were called upon to face 
substantially the same conditions. The 
accuracy with which these letters fore- 
cast the credit strain of 1914, the land 
speculation troubles of 1918 and 1919, the 
danger of holding wheat on borrowed 
money in the fall of 1915 and the shadow 
of tight money in 1928 are interesting 
examples of foresight in banking. 

The first of these letters, written six- 
teen years ago, might have been written 
today in some localities. Its comments 
upon an almost ever-present problem 
sets the tone of common-sense that per- 
vades the letters to follow: 


Too Many Overdrafts 


66QEPTEMBER 22, 1913—I find that 

we are accumulating quite a num- 
ber of overdrafts and loans to baseball 
clubs, curling clubs, skating rinks, com- 
mercial clubs, boards of trade, local soci- 


eties, telephone companies, small corpora- 
tions and churches. Most of these are a 
necessity in a community, or necessary 
evils; but as they are generally run, no 
one in particular cares to be responsible 
for their debts after they are created. 

“I presume we will have to do our 
share toward financing these things, but 
we must insist that we have some indi- 
vidual to fall back on and not be put 
in a position of chasing some visionary 
thing which is not fathered by any one 
in particular. Please avoid overdrafts 
of this kind unless you have a personal 
guarantee by one or more, preferably 
more, individuals living in the commu- 
nity. 

“The time to get these things fixed up 
is before the debit is incurred and never 
afterward. When they wish to open an 
account, tell them plainly on what terms 
we will handle it and that overdrafts 
will not be allowed under any considera- 
tion and if any borrowing is necessary 
it will have to be on the persona! guaran- 
tee of some of the parties interested who 
are perfectly responsible. The chances 
are that we will have a few losses this 
year from these different sources, and I 
feel that it is unnecessary if matters are 
handled properly to begin with.” 


Now is the Time to Collect 


66 Q@EPTEMBER 25, 1913—I think that 

most of you realize that now is the 
time to collect and not the time to loan. 
The deposits at all of the branches will 
soon begin to climb, and this is only a 
source of danger unless we look at it in 
the right way- These deposits are very 
temporary and many of the people mak- 
ing them will be asking for their bal- 
ances and will want to be porrowers as 
soon as it freezes up and they commence 
to pay interest on loans, payments on 
land and general running expenses. We 
have no intention of loaning much money 
until after the first of the year, and peo- 
ple must get into the habit of paying 
their bills at least once a year. A party 
who wants to run a continuous loan is 
not a desirable customer, and the sooner 
we can get rid of him the better. 

“There are times for all things, and I 
feel that this is the time to put our busi- 
ness in shape and weed out the undesir- 
able customers. Get all the deposits you 
can, but do not be misguided by them 
into thinking money is plentiful and that 
we have plenty of it to loan, for that is 
not the case. The only way we can make 
money and do a safe business is to get 
our money in while our customers have 
it to pay, and we will then be in a posi- 
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tion to accommodate worthy customers at 
the time they wish accommodation and 
have some surplus money to buy paper 
with. 

“Our deposits have made a substantial 
increase the past year as every year, but 
our loans have increased far more rap- 
idly than our deposits. This is not good 
business and sooner or later would lead 
to serious disaster. I feel that this is 
one of the best falls possible to right this 
bad practice which has been creeping in, 
as all of the banks are shutting down and 
people expect to be asked to clean up. 
The condition of the customer seems to 
be in line for that sort of thing and 


people stand ready for it and are not sur- 
prised by such tactics. I do not care how 
low your bills receivable go. You will 
have no trouble in getting them high 
enough before another fall, and it would 
be a great deal pleasanter for everyone 
connected with the institution to be able 
to take care of all desirable loans during 
the year 1914. It is both disagreeable 
and embarrassing to have to shut down 
as closely as we have this summer, and I 
feel that putting on the push hard 
enough this fall, we will be in shape to 
do business much pleasanter another 
year.” 


Best Time to Get Security 


66 ANUARY 14, 1914—Just at pres- 

ent our bank is strong on cash, but 
to show you how quickly it goes out of 
sight, I can best illustrate by telling you 
that our cash reserves have decreased 
over $150,000 since January 1. The de- 
mand for money is something awful. Be- 
fore next fall we will have no money to 
spare. Customers of other banks are 
daily coming to us with their troubles, 
stating that they can get no help and 
are being called on for what they now 
owe the bank. Many of them have al- 
ready paid up in full but are now 
turned down. Under these conditions 
you can see that we are more than 
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taking care of our customers compared 
with the other large institutions. We 
must keep safe, and I think that the only 
place to properly size up the situation 
is at the head office. 

“The customers will have to antici- 
pate their needs a little, as we cannot 
anticipate them for them very well, so 
that if they have to wait occasionally 
until the manager can hear from head 


office they should have no complaint to 
make. Of course there might be excep- 
tions to this rule where a first-class man 
wants a few dollars, but this is the gen- 
eral rule which I wish followed: 

“We are not looking for borrowing 
customers and will have all we can do 
to take care of necessities of our pres- 
ent customers without taking on new 
lines, and if a man has already what 
you consider a reasonable line, do not 
hesitate to tell him so and not advance 
more, and by all means keep safe, as 
there will be many funerals in the finan- 
cial world before another crop is moved. 
Do not hesitate to ask for security where 
it is needed and insist on getting it, but 
always remember that the best time to 
get security is before the loan is made. 

“Country merchants’ accounts should 
be watched closely. They will be suf- 
fering more than the farmers, as the 
conditions of the community will affect 
them, while the farmer is simply an 
individual and only has his own busi- 
ness to look after. Many of the coun- 
try merchants are inexperienced, have 
never been through a pinch before, and 
have been used to times when the cus- 
tomer was buying freely, so that now 
they will be inclined to overload on 
stock. Do what you can to help steer 
them in the right direction, but, above 
all, do what you can to steer your branch 
in the right direction and avoid break- 
ers for the year 1914. We prefer safety 
to big profits. Make as many commis- 
sions as you can, which swell profits, 
but do not take capital, as probably the 
regular lines of banking business will 
be somewhat restricted on account of 
close times and few transactions.” 


“Look Good-Natured”’ 


66 AY 13, 1914—Recently several of 

our men were discussing the mat- 
ter as to what the underlying principle 
of the bank was, and the proposition 
was put up to me to answer. I did not 
hesitate to state that I felt that our 
first object was to give good service, and 
having given good service we were en- 
titled to a compensation for our services. 
“During my recent trip I was continu- 


ally struck with a different feeling 
among the people with whom I came 
in contact in a business way. The sleep- 
ing car conductor came to me and asked 
if I was comfortable; the dining car 
conductor came to me and asked if I 
was properly attended to and if he could 
do anything to make the service more 
satisfactory. Nearly every business 
place I went into in the cities had some- 
one on the lookout to see that every 
customer received prompt attention and 
satisfactory service. The restaurants 
where I dropped in for meals always 
had someone with a smile to welcome 
you, and the waiters all seemed anxious 
to get you anything you wished. 

“This brought back to me the discus- 
sion in the bank, and I felt that I should 
call your attention and the attention of 
our men to this new development in 
business. Certainly the day of the old, 
grouchy business man is past. We must 
look good-natured and be courteous and 
willing to give value received for our 
money in more than simply dollars and 
cents.” 


66 AY 18, 1914—Applications for 

money should be carefully scru- 
tinized from now on. We have assisted 
our customers in getting seed wheat and 
getting in their crops, and now they 
should largely be able to get along with- 
out much more money. Our cash is 
dropping rapidly. More rapidly this 
month than any month since the first 
of January, and before the proceeds of 
another crop are received, it will keep 
us busy to supply the actual needs of 
our customers to say nothing about fur- 
nishing them money which we do not 
absolutely have to let them have. I am 
taking up this point with you early so 
that we can avoid if possible shutting 
down entirely at any time of the year.” 


The Midsummer of 1914 


66 ULY 18, 1914—As you know, busi- 

ness is very slack, which means 
that very little currency is being used 
for circulating purposes. This runs our 
circulation down to a low point, which 
is the same as reducing deposits. Be- 
sides this, times being close, deposits 


naturally shrink and loans are bound 
to run up some in spite of all we can 
do. I have been hoping that this sea- 
son would see us through without hav- 
ing to shut down on loans which we 
would like to make, but it has come 
to the point where, for the sake of 
safety, we will have to call a halt, and 
I must ask you to make no loans except 
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very small ones to your good customers 
for legitimate expenses, and these loans 
must be to people who have not already 
borrowed up to the amount of what they 
could reasonably expect or what we 
would care to loan them. It is not a 
long time now until harvest, and most 
of the people should be able to get along 
without more advances unless it was for 
a very small amount, as payments do 
not come due at this time of the year, 
and to advance money for speculation 
or| for things which the customers do 
not have to have is out of the question 
in a season like the present. 

“At present we will not buy any paper, 
but must hold what resources we have 
to take care of shrinkage in deposits 
and unavoidable small loans. 

“Prospects are good for a fair crop, 
but prices will be low. We must insist 
on our customers reducing their lines 


this fall and try to get as many as 
possible to pay up in future and start 
a credit balance for at least part of 
the year. Customers who want to ride 
all the time are not desirable and we 
must weed them out, as this is the only 
way to keep our institution in good 
shape. Analyze your liability ledger 
closely now and get in your mind which 
customers will have to be sat down on 
hard this fall. We must run our business 
and not let the customers do it.” 


New Association 


Publications 


lig Clearinghouse Section of the 
American Bankers Association has 
issued booklet number two of its bank 
management series, entitled “Profit and 
Loss Operations.” The booklet shows 
how banks may check the trend in profits 
and losses as they develop and by the 
exercise of scientific management prin- 
ciples maintain the proper ratio between 
the two. Numerous examples of good 
management in banking are cited. 

The Savings Bank Division of the As- 
sociation has prepared for free distribu- 
tion a set of seven booklets upon sub- 
jects of particular interest to savings 
bankers. The subjects of the new took- 
lets are: employes’ contests, the small 
loan department in banks, the signifi- 
cance of the savings business, getting 
and protecting savings business, compe- 
tition with banks, deposit restrictions on 
savings in banks and the most satisfac- 
tory way to figure interest. These book- 
lets are the work of leading bankers in 
different parts of the country. 
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“On the Spot” 


<]LD expressions take on new 
meanings. 
|} “On the spot” is an in- 

nocent enough expression 
in general conversation, but accord- 
ing to a Chicago newspaper “on the 
spot” as used in the underworld, 
peopled by bandits and bootlegging 
gangs, is a preliminary to a murder. 

To put a man “on the spot” means 
that he is to be 
lured or decoyed to 
an appointed 
place where 
assassins _ will 
kill him. 

Ingenious, 
expressive, 
non-commit- 
tal; no doubt, 
the striking 
out of this ac- 
cessory to the vocabulary 
of the underworld was re- 
garded as an original work of 
art, but after all there is noth- 
ing original in it. 

Natural laws, inscrutable laws, 
economic laws, have from the begin- 
ning of time been putting men and 
matter, institutions and nations “on 
the spot,” with this distinction and 
difference: 

The bandit perpetrates an act of 
injustice; the unerring laws of nature 
administer only justice—and make 
no mistakes. 

So the bandits who ruthlessly ar- 
range that some victim shall have a 
rendezvous with death, neither know 
nor suspect that they themselves are 
arranging for their own rendezvous, 
time, place, method and form un- 
known and unascertainable. 

“Crime and punishment grow out 
of one stem. Punishment is a fruit 


that unsuspected ripens within the 
flower of the pleasure which con- 
cealed it.” 

“Vengeance is mine; saith the 
Lord.” 

But where is banking concerned 
in all this? Turn to the record of 
bank failures for the answer. The 
thousands of banks that closed their 
doors in the last decade, suspended, 
as the expression goes in banking 
circles, yet with equal accuracy we 
may observe that these banks were 
put “on the spot” by economic laws. 

If an institution begins to violate 

the principles of sound 
banking, or to 
ignore eco- 
nomic forces, 
though it may 
violate no 
statutory law, 
it nevertheless 
is putting into 
motion forces 
that will de- 
liver to it the 
exact penalty for its misdeeds. 

Natural law is not, however, a 
mere inflicter of penalties. It rises 
above the status of the criminal 
court. It also bestows rewards in its 
own time and its own way. 

Hence, we have seen that banks 
have made money and serenely come 
through times of stress and danger 
when trial and distress were preva- 
lent in their districts. 

So, too, we have seen the once ob- 
scure clerk rise to a place of great 
power and responsibility. 

Economic law had no opportunity 
to put either of these “on the spot.” 


| | 
= 
= 
; S 


Make More Money on Float 


Systems That Put the Cost of the Transfer of Credit and Funds 


On the Customer Are Being Evolved in Many Sections 


of the Country. 
Saved to Banking Institutions. 


UT of the slough of despondency 

of dwindling profits in commer- 

cial banking has come the ser- 

vice charge for the handling of 
unprofitable checking accounts, not a 
universal practice as yet, but nearly half 
the banks of the country have adopted 
it. Out of the success of the service 
charge movement have come other re- 
finements in the gentle art of obtain- 
ing fair pay for real service performed 
by banks, and among such refinements 
is a charge for float. 

The term “float” has an intriguing 
quality but rather indefinite meaning. 
To most bankers the term seems to sig- 
nify an item for uncollected checks, 
drafts and the like deducted from the 
balances of country banks by their city 
correspondents before the latter calcu- 
late interest due the country banks on 
their city balances. However, the term 
means much more than this one appli- 
cation. In a general way it includes 
all that capital, credit or funds of any 
sort which are in process of transfer 
from one bank to another. 


Gold in the Mails 


F the concrete physical spectacle could 

be presented to the banking and busi- 
ness world of the United States of sev- 
eral hundred millions of dollars in actual 
gold being shipped about the United 
States all the time with thousands of 
destinations, earning no interest or. other 
returns, a constant expense to the wide- 
ly scattered banking institutions re- 
sponsible for its safe transfer and safe- 
keeping, there would probably be imme- 
diate realization of what float in 
American banking really means. Cer- 
tainly the newspapers would sit up and 
take notice and tell us all about it. As 
things really are, actual gold is not 
shipped; its equivalent is afloat in the 
mails all the time. 

R. W. Putnam, vice-president and 
cashier of the Security Bank and Trust 
Company of Red Wing, Minn., and 
president of the Minnesota Bankers 
Association, in a discussion of the sub- 
ject before the Mississippi Valley Con- 
ference on Commercial Bank Manage- 
ment, estimated that the annual loss of 
the country banks alone in the twenty 
states of the Mississippi Valley Confer- 
ence from the failure of these banks 
to properly charge for the use of money 
and credit and services in connection 
with this float is between $14,000,000 
and $15,000.000. That is 6 per cent 
interest, roughly speaking, upon $250,- 
000,000. 

In another connection Mr. Putnam 


Millions Afloat 


ANKS, not their cus- 
tomers, are out hun- 
dreds of millions of dollars 
all the time without recom- 
pense because of the 
absence of adequate float 
charges. The data which 
discloses this leakage in 
banking profits has been 
collected by R. W. Putnam, 
vice-president and cashier 
of the Security Bank and 
Trust Company, of Red 
Wing, Minn., and retiring 
president of the Minnesota 
Bankers Association. His 
survey was made at the re- 
quest of the Clearinghouse 
Section of the American 
Bankers Association. 


states that if all the banks in the United 
States should adopt the Minnesota sys- 
tem of float charges, it would add $50,- 
000,000 to their earnings annually. That 
is 5 per cent on $1,000,000,000. Float 
quickly runs into real money. It is the 
banks, not their customers, which are 
out the use of these hundreds of mil- 
lions of dollars all the time, and usually 
without recompense. 


Hits the Country Banks 


| jena may be divided into three gen- 
eral classes: (1) Uncollected items 
deducted by banks in the larger cities 
on interest bearing bank balances before 
calculating interest. (2) Deductions 
made by banks in larger cities on out- 
of-town items deposited by their custom- 
ers. (3) Deductions made, or which 
should be made, by small town banks 
on all out-of-town checks cashed or de- 
posited. 

The first class, the deduction of un- 


‘collected items by metropolitan banks 


from the interest bearing accounts of 
their country correspondents before cal- 
culating interest thereon, is more or less 
universal. In their transactions with 
each other the large city banks also 
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Millions of Dollars in Interest Alone Are 
The Basis for Just Charges. 


usually make due deductions for float. 
The Federal reserve banks have an es- 
tablished schedule for float adjustments, 
giving deductions based upon interest 
rates, upon all items transferred be- 
tween the chief banking centers of the 
country. 

But, in the second and third classes, 
the out-of-town checks deposited by lo- 
cal customers in city banks, and espe- 
cially the out-of-town checks deposited 
in rural banks, comes the problem. Few 
banks suffer from such losses in propor- 
tion to resources and volume of business 
as much as the banks in cities and towns 
of 20,000 population or under, while 
comparatively few of such banks seer 
willing to undertake to prevent such 
losses where indeed they recognize them, 
which often is not the case. Just as in 
the case of reductions in interest paid 
on deposits, or service charges on un- 
profitable small accounts, each bank in 
a community fears loss of business by 
initiating a system of charges: for ser- 
vices rendered their customers in this 
line. They seem to be afraid of their 
customers, even though they are un- 
profitable customers. There is no sound 
reason why banks should not charge 
interest on funds advanced to their cus- 
tomers pending the collection of their 
checks or drafts, and for making such 
collections, nor, when the case is ex- 
plained to them, do customers usually 
object. It is all a matter of understand- 
ing the facts in the case and of co- 
operation among the banks—precisely 
like the inauguration of the service 
charge for unprofitable accounts. One 
result of the formation of clearing- 
houses in smaller cities and towns and 
of regional clearinghouses among coun- 
try banks has been an increase in the 
number of banks making a charge for 
all such services. 


Some Deduct, Some Do Not 


OW little the bankers of the United 

States have realized their direct 
losses, not to mention remuneration for 
services rendered, in this matter of float 
is indicated in a review of the practices 
with respect to it in the various parts 
of the country. It is almost a universal 
rule that the banks in large cities de- 
duct float from the accounts of their 
country correspondents before calculat- 
ing interest upon their balances. Yet 
this is not always the case, for in the 
District of Columbia, where banking 
practice is suvposed to be quite up to 
date, nine banks deduct float before fig- 
uring interest. while eighteen banks do 
not. Five banks charge their commer- 
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cial customers a float debit, while twenty- 
two banks do not. Nevada and Vermont 
seem to be the only states to report no 
deduction for float on any accounts. 
Banks in all other states deduct float 
before calculating interest on accounts 
of other banks, and banks in most of 
the states also deduct float on all other 
accounts which bear interest before in- 
terest is calculated. 

Aside from these more or less gen- 
eral rules, the practices in the various 
states seem to vary with latitude, longi- 
tude, temperature and bankers’ nerve. 
In Alabama the banks in the larger 
cities deduct float before figuring inter- 
est, but make no float charge on com- 
mercial accounts. In Arkansas the city 
banks deduct float before figuring inter- 
est for country banks, and at Jonesboro, 
banks make a charge for handling ac- 
counts which show large enough float to 
mean a loss to the bank. In California 
float is deducted before figuring inter- 
est on both country bank and commer- 
cial accounts, and quite a number of 
smaller town banks make some sort of 
a float charge for out-of-town checks. 
In Connecticut the larger towns deduct 
float before figuring interest, and ade- 
quate balances are required in commer- 
cial accounts to cover float. The same 
rules apply in Colorado. 

In Jacksonville, Fla., banks usually 
make a charge of $1 per thousand for col- 
lecting out-of-town checks in lieu of float, 
and float is deducted from interest bear- 
ing commercial accounts. Most country 
banks in the state make no float charges. 
City banks in Georgia analyze their ac- 
counts and make charges for float where 
they are necessary to avoid loss. A 
charge of twenty-five cents a hundred 
also is made for non-customers in cash- 
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ing out-of-town 
checks. In Illinois 
ten counties have 
adopted a system 
of charges for float, but the charges are 
more of an exchange fee than otherwise. 
In Iowa all of the larger banks make 
a float charge, banks in fifty of the 
ninety-nine counties in the state are 
making a float charge, and 200 of the 
1400 banks in the state outside of Des 
Moines have adopted the float charge 
system. In Montana the larger banks 
require increased balances if an analysis 
shows that float causes a loss. In North 
Carolina the larger banks deduct float 
from their commercial accounts and 
some of the smaller banks make a charge 
for out-of-town checks. 


Flat Charge in Ohio Cities 


N Cleveland and Cincinnati banks im- 

pose a flat charge for float on some 
of their more active commercial accounts 
as well as make a deduction from coun- 
try bank balances. In Pennsylvania 
commercial accounts are analyzed by 
the larger banks, and items are available 
only after collection. In South Dakota 
there is only one bank, the First Na- 
tional of Parkston, which does more 
than deduct float before figuring interest 
on country bank balances, but that bank 
collects enough from its float charges 
alone to pay from 10 per cent to 14 per 
cent on the capital stock of the bank. 
In Utah the principal banks keep a 
regular deferment record on all out-of- 
town checks deposited, and where an 
overdraft is made they make a charge. 
In West Virginia the banks in the larger 
cities do not credit items until they 
have been collected. In Wisconsin there 
is no float charge in most of the cities 
and towns, but in Madison there is a 
comprehensive though complicated sys- 
tem of float charge which is working 


well. In Oregon banks in the larger 
cities deduct float before calculating in- 
trest on country bank balances, and in 
Portland there is an established sched- 
ule of charges, as follows: 


First—Three cents per item on all checks 
and cash items of $50 or under drawn on 
all points in Idaho, Montana, Oregon and 
Washington, 

Second—Five cents per item on all checks 
and cash items of over $50 and not to ex- 
ceed $100 on all points in Idaho, Montana, 
Oregon and Washington. 

Third—Five cents per item on all checks 
and cash items not exceeding $100 drawn on 
all points in the United States excepting 
Idaho, Montana, Oregon and Washington. 

Fourth—One twentieth of one per cent on 
all checks and cash items exceeding $100 
drawn on all points in the United States, 

Fifth—Where a customer’s deposit in any 
one day includes two hundred or more out- 
of-town items averaging in amount $25 or 
less per item the above schedule of charges 
may be waived at the option of the bank 
and a flat charge of three-fourths of a cent 
per item substituted. 


Results in Minnesota 


ANKS in the state of Minnesota have 

made further progress in the devel- 
opment and general adoption of a sys- 
tem of charges for float items in ac- 
counts than those of any other state. The 
situation in that state, the system of 
charges established and the actual re- 
sults so graphically indicate what may 
be expected in the country at large from 
a general adoption of an adequate sys- 
tem of float charges that it merits ex- 
amination in detail. The St. Paul and 
Minneapolis banks operate under the fol- 
lowing schedule: 


1. On all checks collectible through the 
Federal reserve bank charges shall be as 
follows: 


(a) On all items of $25 or under a mini- 
mum of 3 cents per item. 
(b) On all items over $25 up to $100 a 
minimum charge of 5 cents per item. 
(c) On all items over $100 up to $200 a 
minimum charge of 7 cents per item. 
(d) On all checks over $200, as follows: 
25 cents per $1,000 on items collecti- 
ble two days after receipt. (Mini- 
mum charge 7 cents per item) 
37 cents per $1,000 on items collecti- 
ble three days after receipt. 
50 cents per $1,000 on items collecti- 
ble four days after receipt. 
62 cents per $1,000 on items collecti- 
ble five days after receipt. 
$1 per $1,000 on items collectible 

; eight days after receipt. 

When Sunday or a holiday intervenes caus- 
ing one day’s delay in the collection of checks 
sin will be increased 12 cents per 

2. On all checks not collectible through 
the Federal reserve bank charges shall be as 
follows: 

(a) On all checks of $10 or under a 
minimum charge of 10 cents per item. 


(Continued on page 1738) 
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The Consequences of 
Bank Mergers 


By WILLARD L. THROP 


Professor of Economics, Amherst College 


Merger Movement Seen as Menace to Power of Federal Reserve. 
Enhanced Freedom from Central Control Results from Greater 
Resources of Combined Institutions. Trend Assuming Amazing 


Proportions. 


WENTY-FIVE years ago, a 

press report that a merger of 

banks had been consummated 

consolidating over $2,000,000,000 
of resources would have raised a furore. 
Editors would have vollied and Senators 
would have thundered. Public opinion 
would quickly have expressed distrust 
and opposition, and there might even 
have been restrictive legislation. But 
last April, when two such announce- 
ments were made, they called forth only 
comment on the fact and no significant 
criticism. 

The last ten years have witnessed an 
extraordinary about-face in our attitude 
toward the increasing concentration of 
economic activity in the hands of a few 
concerns. To be sure, the years near 
the beginning of the century recorded 
many consolidations in the manufactur- 
ing industries. But the movement did 
not extend beyond manufacturing, and 
even there was speedily halted by a 
definitely hostile public opinion and by 
adverse decisions of the Supreme Court. 


Agreements Were Forced 


change in attitude has come 
since the war. In part, it is the 
result of the fact that in many indus- 
tries the government compelled coop- 
eration during the war period, and erst- 
while bitter competitors were forced to 
meet and reach agreements. Further- 
more, the derangement of commodity 
prices and particularly the failure of 
the American price level to resume its 
pre-war upward trend, have emphasized 
the need for economies in order to main- 
tain profits. And the development of 
mass distribution, of chain stores, de- 
partment store chains and the like, has 
necessarily led to a corresponding or- 
ganization on the part of producing 
units. But there is a change in general 
attitude which is equally important. 
Perhaps it is a reaction from war regu- 
lation, perhaps it is the result of the 
chance vagaries of party leadership and 
politics—at any rate, the dominating 
opinion of the last ten years has been 
increasingly one of diminishing govern- 
ment interference with the desires of in- 
dividual business men. 

These developments, plus the eager- 
ness of investment bankers to float new 


In Three Ways 


ESULTS of the grow- 
ing tendency toward 

bank mergers in this coun- 

try are discussed here in 

three directions—banking 

costs; the ability of the 

banking system to extend 

credit, and the effect upon 

the power of the Federal 

Reserve Board. Possibili- 

ties of reduced costs are 

challenged. The extension 

of the legai lending limits 

of bankers is foreseen. Cur- 

tailment of the strength of 

the Federal Reserve Sys- 

tem in contracting credit is 

forecast. Not all of these 

effects of the merger move- 

ment are as yet fully ap- 

preciated. 
securities and the desire of investors to 
acquire them, have made the last decade 
one which has surpassed all other 
periods in the degree of trend toward 
concentration of economic activity. This 
tendency appeared first in manufactur- 
ing industries, oils and metals in par- 
ticular. The depression of 1921 saw a 
check to mergers in manufacturing, but 
it also saw the beginning of the combi- 
nation movement in the electric light 
and power field. This rapidly growing 
industry held the center of the stage for 
several years, reaching its peak as far 
as consolidations go, in 1926. Since then 
the number of public utility mergers 
has declined, and mergers in manufac- 
turing, steadily increasing in number 
and importance, have once more gone 
into the lead. 

OW a new star has risen in the 

heavens and mergers of banking 
concerns are now the outstanding fea- 
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Effect on General Banking Structure Outlined. 


ture in the merger movement. It is in- 
teresting that the banking fraternity 
has been rather slow to join the proces- 
sion. While manufacturers have reachea 
the point where to a large number “In 
union there is strength” is an accepted 
motto, the banker has been skeptical of 
its application to his field. To be sure, 
his caution may be explained by the 
fact that he is always a bit more ex- 
posed to criticism, for there are many 
who see “banker control,” or the more 
picturesque “Wall Street” as the source 
of all economic evils. In addition, the 
delay is doubtless due somewhat to the 
absence of promoter’s profits, since pub- 
lic offering of new securities does not 
play the important part in bank merg- 
ers that it does in other fields. 

Mergers among banking institutions 
have reached amazing proportions. It is 
reported that there were more than 100 
bank mergers during the first quarter of 
1929, and there are no signs of slacken- 
ing. The movement has gained such 
headway that we can quite properly 
speculate on the results of any pro- 
longed tendency in this direction. Such 
speculation, being in general terms, may 
not always apply to individual cases, 
nor can all the consequences be consid- 
ered. But the effects in three directions 
can be suggested—on banking costs, on 
the ability of the banking system to ex- 
tend credit, and on the power of the 
Federal Reserve Board. 


Old Habits Hamper 


the most frequent justifi- 
cation of proposed mergers is that 
economies of operation will result. The 
phrase “economies of large scale pro- 
duction” is familiar to everyone. And 
there can be no question but that there 
are many potential economies present in 
operation on a large scale which small 
firms cannot enjoy. Yet it is often for- 
gotten that on the other hand there are 
certain less tangible costs which result 
from the very fact of size. It still re- 
mains to be proved that, in most manu- 
facturing lines, the potential economies 
are net economies. Available statistics 
indicate that, more often than not, the 
small concern operates at a lower cost 
than the large. The most successful 
(Continued on page 168) 
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The Farm Board’s Difficult Task 


By H. L. RUSSELL 


Dean of the College of Agriculture, University of Wisconsin 


Its Plenary Powers Are as Wide as Any Ever Given a War-Time 
Government Agency and It Has Financial Resources Necessary 


to Success But Its Problems Are Numerous and Knotty. 


Its 


Formation Alone Had a Steadying Effect on the Wheat Market. 


HE new Agricultural Marketing 
Act, as it is officially designated, 
approaches farm relief from a 
materially different point of view 
from that of former bills that had been 
before Congress in recent years. It 
contains a new idea, an idea fraught 
with the greatest possibilities in the 
farm relief program—the organization 
of a Federal Farm Board. It has been 
possible for farm cooperatives to borrow 
money from Federal-aided institutions 
before, and to get this money at a mate- 
rially lower rate than city business men 
have had to pay for working capital, but 
this is the first set-up that has been made 
by the government in which a commis- 
sion has been carefully chosen to give 
its undivided attention to an effort to 
solve the problems of the farm group. 
It is hard to conceive of a higher de- 
gree of responsibility than that which 
must be assumed by the membership of 
this commission. No board has ever 
been created by congressional action 
that has been clothed with as wide 
plenary powers. It is authorized not 
only to advise but to execute, to plan 
and put its plans into effective action, 
to buy and hold, to dump, to dip into 
the Federal treasury to accomplish its 
ends with what would be almost un- 
limited resources to any private com- 
mercial concern. While the Congress 
starts this new board off with $150,000,- 
000 in cash, the authorized limit is made 
$500,000,000. With the full resources 
of the government at the board’s dis- 
posal, the finances necessary for success 
are fully taken care of. The board’s 
only job is to succeed and no govern- 
mental agency even during the war time 
emergency had a wider latitude as to 
the scope of its powers under which it 
will operate. 


A Device Once Used 


HOOVER is using the 
same device in this relief measure 
that he put into operation during the 
war with reference to the United States 
Food Administration. One of the most 
successful measures which was then 
developed was to organize advisory com- 
modity committees of the food indus- 
tries which worked with the Food Ad- 
ministration officials to stabilize the 
movement of goods and the regulation 
of prices to prevent profiteering. Com- 
mittees of this type, taken directly from 
the business world with which they are 
in close contact, can be of infinite ser- 


Hurdles Ahead 


HE Federal Farm 

Board’s aim is to estab- 
lish a reasonable parity 
between agriculture and 
industry. It will attempt 
to do this through stabil- 
ization of prices for farm 
products by handling 
through cooperatives sur- 
pluses in production with- 
out loss to the grower. In 
the cases of non-perish- 
ables this would seem 
feasible, but in the event 
of a heavy overproduction 
of fruits or vegetables 
there is more uncertainty 
as to the results. 


vice to government agencies in prac- 
ticalizing rules and regulations from 
the standpoint of effective organization. 

Too frequently, business opposes any 
governmental control or regulation be- 
cause it has no voice in the determi- 
nation of the rules that are invoked to 
govern any particular business activity. 
Closer contact of government with busi- 
ness will put more approved business 
methods into governmental procedure 
and will lessen the friction that other- 
wise might be engendered. It is true 
that the appeal to patriotic impulses 
perhaps may not exert as strong a 
power today as was the case in 1918 
when the slogan “Food will win the war” 
was so widely embraced, but the success 
which then obtained no doubt has led to 
the adoption of the idea in these peace 
time days when knotty problems need 
solution. 

Many will think that the proposed 
farm relief program will be one which 
is universally applicable to the indi- 
vidual land owner or operator. Such 
procedure is, however, far from the case. 
Aid is to be extended through the me- 
dium of cooperative organizations, by 
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making it possible for such farmer 
groups to obtain cash advances to hold 
crops, so as to permit of more orderly 
marketing procedure. 


Local Units to Act 


i this respect, this bill follows the 
general plan earlier laid down by the 
government in the matter of rural cred- 
its. Neither the Federal Land Banks 
nor the Intermediate Credit Banks deal 
with the credit needs of the individual 
farmer. Group action obtained 
through organization of local units. 
This action strengthens the hands of 
cooperative organizations by making it 
possible to obtain adequate financing, 
which insures immunity from such 
worries as are always the bane of ordi- 
nary business. 


Certainly the American farmer has no 
cause to complain of the attitude which 
his government has shown toward him 
as regards the supply of credit. Per- 
haps in a good many instances this has 
not always been such a blessing as might 
appear on the face of things. The ex- 
perience of land mortgage institutions 
today, Federal as well as private, in- 
dicates that not infrequently more 
money has been borrowed than it has 
been possible to repay. The consequence 
is that shrinking equities over the face 
of liberal loans has made it possible 
(and sometimes the only thing that 
could be done) for the mortgagor to slip 
out from under and leave the lender 
holding the sack. 

While the primary relation which 
farm relief will have is in conjunction 
with organized groups of farmers 
through their cooperatives, yet the in- 
dividual or unorganized farmer no doubt 
will also be able to profit by the activi- 
ties of his organized fellows. If a 
stabilized program of merchandising is 
able to eliminate the disturbing sur- 
pluses that now exert such a depressing 
influence on prices, the general price 
relation should be improved. If this 
occurs, the small or individual farmer 
should also be able to share in such 
benefit. 

The greatest handicap from which 
agriculture suffers is that in so many 
branches there is only one turnover a 
year. There is one harvest and one 
only. The inevitable consequence of 
this situation is that the market is 
glutted at time of harvest to be followed 

(Continued on page 166) 


| 

= 


Changes in British Economics 


Near 


By EMMETT HARRIS 


British May Float Loan Here as Part of Employment Program. 


Labor Government Likely to Inaugurate Many Plans Designed 
to Change Whole Aspect of Industry in England. Expected to 


TRIVING to solve the unemploy- 
ment problem in Great Britain, 
the MacDonald government is 
likely to take a number of revo- 

lutionary steps whose effect on the whole 

economic position of the country may 
prove most profound. 

For a decade Great Britain has 
worried along with a large part of the 
working population lacking profitable 
employment. The new government has 
pledged itself to remedy this condition. 
According to well informed people, who 
have studied the situation both before 
and after the advent of the new cabinet, 
relief will be looked for in constructive 
measures. The attitude of the new 
Labor government is not to throw up its 
hands and pronounce the _ situation 
chronic, but to provide new avenues of 
employment through the opening of new 
enterprises. 


The Sore Spots 


T IS admitted that the sore spots in 

British economics are principally in 
textiles and coal. In both industries 
there seems little hope of attaining the 
old pre-war supremacy, chiefly because 
of widespread changes throughout the 
world which have affected these British 
industries deeply and permanently. 
Nothing can be done about the growing 
spindleage in China and India which 
have so vitally affected British textile 
exports and are primarily responsible 
for the depression and unemployment in 
Lancashire and Manchester. 

Likewise, there is no remedy for the 
rapid development of hydro-electric 
power in Italy and Central Europe 
which has robbed England of her prin- 
cipal coal markets. These phenomena 
are within the category of permanent 
economic changes and can only be met, 
the Labor government is said to feel, 
by permanent economic adjustment at 
home. 


Remarkable Prosperity 


HE coal and textile industries have 

been depressed in many other places 
throughout the world, it is pointed out, 
notably in the United States, but this 
has not prevented the most remarkable 
prosperity from developing, largely in 
industries which for want of a better 
name are designated as the “new indus- 


Adopt American Methods in Building for National Prosperity. 


tries.” The development of the auto- 
mobile in the United States has afforded 
employment for hundreds of thousands 
of workmen, thrown out of jobs in the 
mines or mills, or forced to abandon a 
factory job because of the improvement 
in machinery. To a lesser extent the 
radio, the aeroplane: and a number of 
other “new industries” have helped to 
take up the slack caused by the recession 
in the older industries. 

In England, instead of encouraging 
these “new industriés,” the government 
seems to have gone out of its way to 
discourage them. The petrol tax is 
pointed out as a most positive deterrent 
to motoring. Instead of encouraging 
the use of motor cars, it has slowed up 
the whole cycle of new industrial de- 
velopment which should have gone far 
to provide employment for those no 
longer needed in mine and factory. The 
Tory mind, it is charged, is responsible 
for this tendency to cling to the old, 
rather than strike out boldly into new 
fields. 


The Changes Proposed 


AKING its leaf from the book of the 

United States, therefore, the Labor 
government is likely to inaugurate many 
plans designed to change completely the 
whole aspect of British industry. Not 
only will private industry be encouraged 
to seek new fields, but the State most, 
likely, will be invoked to take up such 
measures as road building, housing and 
other activities of a public nature, fur- 
nishing thereby direct employment to 
hundreds of thousands of men. The 
funds for such public works will be 
retrieved, it is hoped, from the cessation 
of extensive armaments, and also from 
public borrowing. Already work on the 
Singapore base has been ordered stopped 
and that vast enterprise which has 
caused such criticism and apprehension 
throughout the Far East will be con- 
verted into a commercial dock. Slowing 
up the fabricating of armor plate, it is 
argued, may cause temporary depression 
in the steel plants, but the funds thus 
saved, if devoted to other activities will 
soon show greater results in cutting 
down unemployment. 

England seems, at last, to have learnt 
the lessons of American prosperity, 
namely full employment at high wages 
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resulting in accelerated demand and a 
healthy economic cycle. Already the 
establishment of American motor car 
factories with minimum wage scales far 
in excess of anything now being paid 
has demonstrated that the thing can be 
done in England. What the American 
motor car plants have demonstrated is 
now being followed by British industry 
of the newer type with results that are 
already apparent. Not only is this true 
in production, but also in distribution. 

The chain store, automatic vending 
machine and a dozen “American” de- 
vices and innovations are instituting 
vast savings in getting the goods from 
the producer to the consumer. Even 
installment sales, that “vicious Ameri- 
can system” which only a few years ago 
was receiving the condemnation of most 
leading British economists, is now 
accepted as perhaps of some merit, and 
its effects on the stabilization of credit, 
the forward plotting of demand curves 
and the actual acceleration of demand 
are being studied sympathetically, if not 
eagerly. 


May Finance Here 


| by is not altogether improbable that, 
in order to furnish the necessary im- 
petus to these activities, the Government 
may even be tempted to enter the inter- 
national loan market by floating a pri- 
mary loan for the accomplishment of 
one or more of these purposes. Whether 
such an issue would be offered abroad 
as well as in England would depend 
upon the condition of the bond markets 
in New York and other centers at the 
time of flotation. At the present mo- 
ment the outlook for such a flotation in 
the New York market is not particularly 
attractive, although conditions may 
change here with a cessation in stock 
speculation and a lowering of call money 
rates. 

The very movement itself, however, 
is designed to attract considerable capi- 
tal in the form of private loans, par- 
ticularly in the United States. How 
much American money has been invested 
by Ford and others in their English 
enterprises to date it is difficult to tell, 
but with an accelerated interest on the 
part of the government in developing 
“new enterprises” a considerable move- 

(Continued on page 170) 
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Repercussions of Two Failures 


HE monetary losses occasioned by the failure of 

the City Trust Company and by Clarke Bros. Bank, 
both in New York City, can be accurately ascertained 
and recorded, but no one knows the extent of the loss 
in public confidence that banks as a whole must suffer 
by reason of these two astounding failures. 

No doubt the repercussions will be felt for a long 
time and in many ways. The sellers of fake securi- 
ties, the malcontents, the cynics and the misanthropes 
will find in the plight of the innocent depositors abun- 
dant material for sowing discord and undermining 
confidence. When next there is a legislative debate on 
branch banking it is expected that there, too, these 
failures will make their influence felt. 

Who is to blame? Primarily the State of New York, 
whose duty always has been to protect its citizens, not 
in a perfunctory way, but by setting up and maintain- 
ing a state banking department too complete in its 
basic organization to be stopped by technicalities, and 
too strong in its personnel and character to be un- 
done by the appointment of an unfit man here or there. 

New York State will profit by the lessons to be 
learned from these financial tragedies. There will be 
reform and new legislation. But outside of New York, 
is it to be just another piece of reading matter among 
the news of the day? Or is it to be an incentive to the 
strong bankers and the strong business men of every 
state to insist upon broadly organized banking de- 
partments upheld by appropriations adequate to at- 
tract men of ability and high character? 


The Use of the Word “Savings’’ 


HE line of reasoning which leads to the claim that 

no institution should use the word “bank” unless 
it is in fact a bank, may come in time to apply with 
equal force to the word “savings,’’ because the long 
and honorable record made by savings banks seems to 
have developed in the public the feeling that deposit 
its dollars where it may, savings still are in a preferen- 
tial class, subject to special safeguards. 


— As the stringent laws governing the conduct of 


savings banks were designed to protect people who in 
very many instances have neither the will nor the 
intelligence to adequately protect themselves, circumr 
stances seem to be setting toward the enactment of 
legislation to compel the segregation of thrift and 


“savings funds in commercial banks. 


This trend is revealed by the following excerpt from 
the report of Robert Moses, the special commissioner 
appointed by the Governor of New York to investi- 
gate the failure of the City Trust Company in that 
city: 

“Savings and thrift accounts in banks other than 
savings banks should be subject to the laws govern- 
ing investments by saving banks. The failure of the 
City Trust Company would have been impossible if 


the greater part of its deposits had not been in the 
form of savings and thrift accounts. Only a bank 
having numerous small long-term accounts deposited 
by people who have little contact with the bank or 
interest in its operations could have undergone the 
manipulations which went on in the City Trust Com- 
pany. There can be no good reason why a savings 
bank should be subject to peculiarly stringent rules, 
while another bank around the corner invites and 
maintains exactly similar accounts without any spe- 
cial restrictions. I, therefore, recommend that all 
banks having savings accounts be given a period of 
three years to adjust their savings investments so as 
to bring them into line with the regulations which 
apply to savings banks.” 

There are questions of policy to be considered. If 
for illustration the use of the word “savings’’ shall by 
law be invested with a new meaning then the position 
of commercial banks as competitors for savings 
accounts is strengthened. On that account it is con- 
ceivable that it may be preferable to some savings 
bankers to leave the situation as it is. On the part 
of the commercial banks there may be objections be- 
cause some funds in savings accounts are not in 
realty savings funds in the strictest sense of the term. 

So much for the banking side. The dominating con- 
sideration may, however, come from the side of the 
public, as represented in the legislatures, which 
might take the high ground that more competition or 
less competition, more technicalities or less technicali- 
ties, are of minor importance—that public policy re- 
quires that the law give the best protection for the 
savings of the public that may be devised. 


Not to Supplant Banks 


STATEMENT issued by the new Federal Farm 

Board during the first days of its existence evi- 
dently was designed to set at rest misapprehension 
among cooperative societies as to the purposes for 
which the funds at its disposal will be used. 

These funds are, not according to this statement, 
to be used to set aside the services of the ordinary 
banking institutions. “In the matter of loans for the 
marketing of commodities,” said the statement, “the 
board believes that Congress did not intend it to sup- 
plant the services now rendered to cooperative asso- 
ciations by private banking institutions and the Fed- 
eral intermediate credit banks. It is logical to ex- 
pect that cooperatives will exhaust the lines of credit 
which may be obtained at reasonable rates from 
these other institutions before coming to the board 
for further assistance.” 

Thus between the cooperatives and the funds at 
the disposal of the board there will remain the proc- 
esses of ordinary business procedure—a cushion 
that will step down the velocity of the demand for 
the government funds. 
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Bank for International Settlements 


ONDON is not over-enthusiastic over the pro- 
posed Bank for International Settlements. 
Doubts have been raised both as to the form of its 
organization and as to the benefits which will accrue 
from its functioning, but, nevertheless, there are ad- 
mitted possibilities of good. 


The Midland Bank, Limited, in its Monthly Review 
discussing the proposed bank at length, asks: 

“Will the bank tend to improve Germany’s balance 
of payments, or will it facilitate German borrowing 
abroad; and can it do either without disturbing the 
economy of Germany and other countries? The 
committee suggests that the bank should be prepared 
to finance capital projects, on reparation account, 
which might not otherwise be undertaken, thus ‘open- 
ing up new fields of commerce, of supply and of de- 
mand.’ Apart from this doubtful contribution, how- 
ever, it is not easy to see in what substantial way the 
bank can satisfactorily conform to these tests. In- 
deed, it would hardly appear to have any powers 
in these directions superior to those of the Trans- 
fer Committee. The principal functional difference 
between the two bodies seems to be that, while the 
committee bore the responsibility of converting 
marks into foreign exchange, the bank is to have no 
such function. Germany is to hand over the ex- 
change for the bank to distribute.” 


But looking down the years the Midland Review 
sees in the bank a vision of great benefits. It says: 

“And finally, the report is significant for its recog- 
nition, by the scheme for an international bank, of 
the desirability of moving toward joint control, by 
continuous cooperative effort, over the world’s mone- 
tary affairs. The plan provides a machinery which, 
whether envisaged in that light by the experts or 
not, may hereafter become an instrument for estab- 
lishing and operating an international standard of 
value. On this ground it is possible that the concep- 
tion of an international bank, provided it takes a 
form that is generally acceptable to those respon- 
sible for conducting monetary affairs in the various 
financial centers, may confer inestimable benefits on 
mankind long after reparation, like indemnity, has 
become little more than an item in the lexicon.” 

The Monthly Review of Barclay’s Bank, Limited, 
sees in the proposed super-bank an instrumentality 
for economy in the use of gold and a meeting ground 
for a better and closer cooperation between central 
banks. This review says: 

“Under the working of the gold standard in recent 
years the need for economy in the use of gold and 
for a much closer collaboration between the leading 
central banks than existed prior to the war has 
been frequently emphasized and it is possible that 
the new organization may be instrumental in fur- 
thering these objects. Only actual experience, how- 
ever, can show whether it will be possible to realize 
the underlying ideas of the Committee of Experts 
and it is obvious that many points are likely to arise 
needing very careful consideration.” 

Outside of banking quarters the question of politi- 
cal influences on the bank have been raised. As no 
central bank can escape the influence of its govern- 
ment the set-up, it is pointed out, should receive 
special consideration to the end that it may be as 
free aS is humanly possible from political and na- 
tional influences. 


The Loyalty-Lacking Director 


“an director of a country bank who does not 
direct may be only a misfit in the organization 
of the bank, but how shall we justly characterize the 
director who not only fails to direct but who takes his 
business to a competing bank? The one may be just 
indifferent but the other must of necessity be a stand- 
ing grievance to the executive officers of an institu- 
tion who are doing their best to make money for him 
while he is doing a bit to make it harder for them to 
make profits. 

From a western city a bank official writes, “Our 
Director Blank has 30 shares of our stock but still 
does some business with another bank.” 

In the city of New York a director recently closed 
his account in a huff because he could not get a loan 
on his own terms. He was a merchant, he knew that 
the goods he bought were paid for at prices which did 
not prevail when he went into business a quarter of a 
century ago. He knew that he charged his own cus- 
tomers more now than he did years ago; that he paid 
his merchandising force more; that the bank’s over- 
head was higher as the years went by, yet he wanted 
special favors and special cuts from his bank which 
he would not consider giving on his own merchandise. 

But he was a fair man and when the case was pre- 
sented to him from a merchandising point of view he 
cooled off, and returned back to the bank with a larger 
balance than he carried before. 

“Every man on our board of directors should carry 
a balance of at least $10,000,” said the executive of 
another country bank in a suburb of New York City. 
“Every one of these directors could have such a bal- 
ance with us, if he had the best interests of this bank 
at heart. But they do not carry any such balance, 
though in our case and in their cases a balance of 
$10,000 would not exceed the mark of fairness. 

“What can I do about it? I explain the situation 
to them; they know their bank; naturally they have 
pleasure and satisfaction in a good showing, but they 
do not give me the support that they should.” 

And so run the complaints through the years! 

Now while attention of the banking world has 
sharply turned to bank management, is a good time to 
bring the negligent and the indifferent director into 
the picture for there can be no case of poor bank 
management where the board of directors are free 
from blame and responsibility. If a director cannot 
give full and complete loyalty to the bank with which 
he is connected then an analysis as to his value—or 
his. detriment—to the bank seems to be in order. 

A director is a part of a bank. If he shows his lack 
of full confidence in his own institution by dividing 
his business with a competing country bank when 
there is no real banking or business reason for the 
practice, perhaps a stronger and more loyal man might 
be found to take his place and demonstrate by his 
practice his entire faith and confidence in the institu- 
tion with which he is concerned. 

The figurehead director is just a negative burden, 
but the disloyal director is a positive element work- 
ing in the wrong direction. 

Passive directors, figurehead directors and disloyal 
directors taken as a class make for banking weakness 
and not for banking strength. If banking now stands 
at a threshold of an epoch era, their numbers might 
well be reduced as we enter upon the new era. 


The Family Business and Life 
Insurance [rusts 


By S. S. HUEBNER 


Professor of Insurance, Wharton School of Commerce and Finance, 


University of Pennsylvania 


Insurance Itself Needs to Be Insured That It May Not Fail to 
Give the Protection Intended. Four Groups of Families. 
The Advisable Course for Each. Advantages of the Corporate 
Trustee Giving Flexible Administration for the Middle Class. 


AN is the possessor of two 
types of economic values, 
namely, property values and 
the human life value. The 

first comprises our material possessions, 
while the latter consists of the capital- 
ized money value of the economic forces 
within our own being, namely, our char- 
acter and health, our education, training 
and personal skill, and our power of ini- 
tiative, judgment and driving force. 

Of the two, the latter is by far the 
greater. Ask the doctor, dentist, teacher, 
clergyman, lawyer, engineer, architect, 
publicist, and a multitude of other pro- 
fessional or  semi-professional men 
“What is your business worth?” and the 
answer will bring out the thought that 
it is essentially the money worth of the 
practitioner himself, ie. the personal 
factors that support current earning 
power. The same is also true of the vast 
salaried class. Capitalized at 5 per cent 
interest, the current earning power of 
American adults is worth approximately 
$2,500,000,000,000 as compared with the 
nation’s $400,000,000,000 of property. 
And even where there is property in a 
business pursuit, a reasonable computa- 
tion will show that in most instances the 
money value of the directing life or lives 
in the enterprise exceeds the value of the 
material property. 


Every Man’s Leading Business 


po the overwhelming majority of 
family heads— probably the 95 per 
cent—nine-tenths of the personal estate 
that guarantees the solvency of the fam- 
ily, or of the little business that indi- 
rectly supports the family, consists of 


current personal earning power. And 
this is especially noteworthy when we 
reflect that, from an economic stand- 
point, the family is every man’s first and 
leading business. It should be organized 
financially on a _ scientific basis, and 
should always be protected against insol- 
vency. Man has two business enterprises 
to provide for, namely (1) his family, 
and (2) his life’s calling. The latter is 
pursued primarily to give the greatest 
economic advantages to the former. For 
the overwhelming majority the only real 
business worth in either case is the abil- 
ity, industry and goodwill of the bread- 


winner. While he lives, he expects to use 
these personal forces to provide the cur- 
rent needs and to accumulate a decent 
estate by the time retirement from active 
work arrives. But all depends upon con- 
tinued life, and no man has the right to 
assume such continuance. The hazard of 
death is ever present, and when it strikes 
the blow is usually terrible in that it 
wipes out the financial foundation of the 
home. If we are so careful to insure our 
property against destruction through the 
elements, we should be even more anx- 
ious to insure the money value of our- 
selves against destruction through death, 
especially since that value is of such 
vital significance to those whom we have 
promised to love, cherish and protect. 

The function of life insurance is the 
creation of a decent estate. Its purpose 
is to enable man to place an appraised 
value upon his life, and then to capitalize 
the same with an evidence of worth. We 
have unfortunately labeled the document 
with the mysterious name of “policy.” 
Instead, it is a “callable sinking-fund 
bond” issued against the money value of 
life, just as corporations issue such bonds 
against the value of their material as- 
sets. The “life bond” represents a simple 
two-fold complementary account intrusted 
to the management of a life insurance 
company. 


The Two Sides 


NE side represents an accumulative 
sinking-fund (savings and invest- 
ment fund) which is small at the begin- 
ning and which grows gradually through 
the insured’s deposits until it reaches the 
face of the bond at its due date twenty, 
thirty or fifty years hence. The other 
side represents a decreasing term insur- 
ance account (the callable feature of the 
bond with the Almighty making the call) 
which is large at the beginning (almost 
the face of the bond or “policy”) and de- 
creases in just the proportion that the 
sinking-fund increases. At any partic- 
ular time the two accounts always equal 
the face of the policy. 

This two-fold arrangement spells cer- 
tainty of a decent estate, assuming of 
course that the insured has been sensible 
in the valuation of his life. Live or die, 
the face of the bond is realized, provided 
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the periodic deposits (premiums) are con- 
tinued. Whenever death occurs through- 
out the bond period, the insured’s heirs 
(beneficiaries) have the sinking-fund ac- 
cumulation returned to them. But they 
are also given the difference between the 
face of the policy and the sinking-fund 
in the form of insurance indemnity. If 
death occurs early, the insurance indem- 
nity is large. But if the insured survives 
the period of time agreed upon, the sink- 
ing-fund will equal the face of the policy 
and will redeem the same, whereas the 
decreasing term insurance account will 
correspondingly have declined to zero. 


His Two Financial Weaknesses 


B* combining the two complementary 
accounts, the insured is protected 
against his two great financial weak- 
nesses, namely (1) his inability to hang 
on to his life as long as he would like, 
and (2) his inability to acquire and to 
hang on to his savings. Under no other 
system of thrift and investment is there 
more on hand at the time of death than 
has actually been accumulated up to that 
time. It takes time to save a competence, 
and the decreasing term insurance ac- 
count exists to insure the savings period. 
It may therefore be called the death side 
of the contract. It is creative in that it 
guarantees the potential estate. It gives 
an estate in the event that the insured 
does not live long enough to create the 
same himself on the sinking-fund side. 
The sinking-fund side may be called the 
life side of the contract. It represents 
compulsory thrift, and is designed to 
help us to accumulate, over a long period 
and for a good purpose, the little odds 
and ends that we all have such a ten- 
dency to lose or squander. And at all 
times as regards the sinking-fund ac- 
cumulation, the life insurance gives its 
unexcelled investment service. There is 
no loss and no inconvenience, not even 
the clipping of a coupon. Life insurance 
assets belonging to policyholders now 
aggregate approximately $18,000,000,- 
000, and it may be doubted whether a 
third of this huge total would be in ex- 
istence today were it not for the thrift 
promotion and the investment services 
of life insurance. 
(Continued on page 170) 
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Reduce Dependence 
upon Local Conditions 


Local Loans azd Discounts 


69% 


Existing Situation: The bank whose condition is graphically set forth in the above 
chart is located in an important Middle Western industrial city. Its loans are well dis- <{ ° 
tributed and not dependent upon any one industry. Nevertheless, both the loans and \ 
the real estate which the bank holds are strictly local. Consequently, both the value 

and the liquidity of almost 80 % of this bank’s total assets are directly dependent upon 


conditions in the home community. 


Local Loans and Discounts 


58% 


Improved Situation: This chart shows a rearrangement of this bank’s assets more nearly in 
accord with conservative modern banking practice. Although the redistribution indicated does 
not provide a proportion of either cash or bonds which would be considered sufficiently large for 
many banks, it may be said for this particular institution that it enjoys an unusually favorable 
situation from the standpoint of local industrial diversification and the quality of its local loans. 


What special factor should be considered 
in the structure of its bond reserve by the 
bank serving a preponderantly industrial 
community? ... Should long-term or 
short-term bonds be favored, and how 
should maturities be distributed?... 
How should local real estate bonds be re- 
garded by such an institution? ... Other 
local obligations? . . . To what extent 
should a bank’s rediscountable paper be 


considered in the selection of its bonds? 


Every Thursday Evening 


Hear the Old Counsellor 
On the Halsey- Stuart Program 


9 P. M. Eastern Standard Time - 


8 yp. m. Central Standard Time - 


There is no bond reserve plan that will apply 
altke to all bank situations. The only solution 
is to analyze and study your own situation, to 
determine the needs which must be served, 
and to enlist the co-operation of a bond house 
that is competent to advise on the best modern 
bond reserve practice. The knowledge result- 
ing from our long experience is at your com- 
mand. Our folder,“Sound Investment Prac- 
tice for the Commercial Bank,” discusses the 
problem of bank investment at greater length. 
A copy will gladly be sent you on request. 


Broadcast from Coast to Coast 
over a network of 40 stations associated 


with the National Broadcasting Company 


7 ».m. Mountain Standard Time . 6 P.M. Pacific Standard Time 


Daylight Saving Time —one hour later 
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The decrease 1n noise 


was immediately noticeable... 


after Acousti-Celotex was in- 
stalled,” says Lilian N. Murphy, 
chief of this large stenographic de- 
partment, in Cleveland, Ohio* 


(<4 UR centralized stenographic department 
in the Cleveland- Cliffs Iron Company 
has four electric billing machines and ten 


typewriters in almost constant use,” states 
Miss Murphy. 


Acousti-Celotex in the ceiling of this stenographic and billing 


. . department absorbs the clatter of fourteen busy machines 
“Fifteen people work under pressure in 


this room and the great volume of noise 
became too serious an annoyance to be overlooked. errors .. . with Acousti-Celotex applied to your ceilings. 


“We installed Acousti-Celotex and the decrease in These sound-absorbing, cane-fibre tiles come in rigid, 


noise was immediately noticeable. The old clatter, clang finished units, durable and permanent. They are easily 


and metallic reverberations from the machines were 


installed in any building, new or old. 
subdued. 


- Mail the coupon below for our new, illustrated booklet, 

_ = =a oe to combat the tiring effect of * Acousti-Celotex versus Noise,” and learn how Acousti- 
reel — — is a pronounced absence of the Celotex can increase the productiveness of your employees. 
fatigue usually noticeable at the end of the day. Increased The Celotex Company, Chicago, Illinois. In Canada: 


Alexander Murray & Co., Ltd., Montreal. Sales distribu- 
You can subdue the disturbing noises that distract tors throughout the world. Acousti-Celotex is installed 


attention in your Own organization. You by Approved Acousti-Celotex Contractors. 
eliminate this costly drain on your office ome 


Cc ELOTEX *This statement was taken from an impartial persona 
efficiency . . . increase output <.d decrease (Reg. U. S. Pat. Off.) investigation by Gould Reports Auditors—Report No. 903 


is the trademark of and indicates 
manufacture by 
The Celotex Company 
Chicago, Ill. 


efficiency naturally follows,” concludes Miss Murphy. 


THE CELOTEX COMPANY 
919 North Michigan Avenue, Chicago, III. 


; Gentlemen: Please send me your interesting booklet, 
Cc U STi LO EX :  “Acousti-Celotex versus Noise.” 


FOR LESS NOISE—BETTER HEARING 
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Safe Substitutes for Bonds 


By EDWARD F. MCCABE 


Vice-President, Lake View State Bank, Chicago 


Declining Bond Market Inclines Banks to Other Investments. 
Eight Possibilities Suggested for Placing Funds Profitably 


During Periods of Low Yields on Bonds. 


Setting Up a Reserve 


Account Advocated. Prosperous Years Will Care for the Lean. 


VEN the best bonds have declined 

from five to ten points during 

1928 and 1929. This is of major 

importance to every bank with a 
bond account of any size. 

What recourse has a bank when the 
entire bond list undergoes a general de- 
cline? The income received from bonds, 
other than foreign bonds, since the be- 
ginning of 1928 did not offset the decline 
in price. That is, the yield on domestic 
bonds was not enough to offset the mar- 
ket depreciation. A bank would have 
done better in 1929 if it had held its 
funds in cash in the vault in place of 
holding bonds. At the end of the period 
a bank that held its funds in idle cash 
would have had that amount of funds 
left. The same funds invested in do- 
mestic bonds would show a net loss, over 
and above the income, of over 1 per cent 
for the six months in 1929, or at the 
rate of 2 per cent for a year. In 1928 
these same bonds show an income of 
but 2 per cent after market deprecia- 
tion is deducted. 

Foreign bonds show a net income of 
4.70 per cent for 1928 and 4.10 per cent 
in 1929. This is a better showing than 
the domestic bonds. Chiefly because for- 
eign bonds have not suffered as great 
a decline as the domestic bonds, and, 
secondly, the foreign bonds bear a high- 
er yield which has aided in offsetting 
the market depreciation. The income 
derived from foreign bonds in 1928 and 
1929 was a fair yield. The income de- 
rived from domestic bonds during the 
same years was negligible. 


A Wise Change 


HE problem, therefore, is what is 

the best policy for a bank to follow 
during a decline such as occurred in 1928 
and 1929. The usual solution that is 
suggested is to sell the bonds and in- 
vest in securities that are not subject 
to depreciation. But this is not as easily 
carried out as it may appear. A bank 
that has, say, two-thirds of its assets 
invested in high grade, long time bonds 
may hesitate in selling out its invest- 
ments and placing the money in local 
loans or at call. Hence, it is the in- 
tent of this article to show what types 
of investment are best for banks during 
a major decline of bond prices, and also 
what permanent remedy a bank should 
have against a general decline in the 
price of the bank’s bonds. 

An increase in the holdings of for- 
eign bonds at the expense of domestic 


Permanent Profits 


[7 is the intent of this 
article to show what 
types of investment may 
be best for banks during a 
major decline in bond 
prices, and also to suggest 
a@ permanent remedy 
against a general decline in 
the price of the bonds it 
holds. There is no sugges- 
tion of a bank abandoning 
bonds as the important pro- 
portion of its investment 
portfolio but instead a 
practical plan is proposed 
for maintaining the invest- 
ment account always on a 
profitable basis. 


Me 


(a) 


la’ 


e's 
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bonds would have proven a wise change 
during the past year and a half. For- 
eign bonds with a high yield and sell- 
ing at or close to the call price have 
made an enviable record for stability. 
Many foreign bonds that pay 6 per cent 
and sell at the call price have fluctuated 
less than one point during the past year. 
A number of such issues will stabilize 
any bond account and improve the yield. 


Short Term Investments 


UT let us consider the other alter- 
natives that a bank has for invest- 
ment. 

Short time bonds, that is, bonds that 
mature within a year, may be purchased. 
The income, however, on such bonds is 
low and care must be taken in selecting 
maturing obligations in order to avoid 
acquiring a defaulted bond. One default 
will ruin the yield of most any bond ac- 
counts for the ensuing year. However, 
a conservative number of well known 
companies is safe and the yield is fair. 

Equipment trust bonds provide an at- 
tractive investment when bonds show a 
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tendency to decline. They are of short 
maturity, splendidly secured and have a 
good record. But the yield is only fair 
and the marketability is poor. A con- 
servative number, however, might be in-~ 
cluded in a bond account. 


Substitutes for Bonds 


ALLED bonds provide a new and 

interesting form of investment. 
These are bonds that have been called 
for payment as of a specified date, 
usually sixty days after an _ interest 
period. The funds for called bonds are 
usually on deposit with the trustee and, 
hence, the security is unquestioned. In 
marketability they are splendid, since 
the bonds continue to be traded in up to 
the date of payment. Investments in 
called bonds usually run for less than 
ninety days and are purchased as bonds 
usually are on a discount basis. The 
yield is excellent, running from 7 per 
cent to 8 per cent in 1929. Called bonds 
make an excellent investment for the 
bank’s funds during a time of bond de- 
pression. This type of investment is 
recommended for maturing bonds during 
a poor bond market. 

Commercial paper has long been con- 
sidered a substitute or competitor of 
bonds. During a period of decline in the 
price of bonds the sagacity of investing 
part of the bank’s funds in commercial 
paper seems to be justified. 

Bank acceptances provide the most 
conservative form of investment during 
a period of high rates such as the coun- 
try is now experiencing. The security 
is splendid, they are self liquidating, 
can be rediscounted, and they can be 
sold. The rate is low, but a number of 
bank acceptances will strengthen the 
bank’s interest account. As many bank 
acceptances should be held as the bank 
feels it can afford. 

Brokers’ secured loans on a demand 
or time basis give the highest yield on 
funds during a period of high money. 
The average for the first six months in 
1929 on call money was over 8 per cent. 
For yield and ease of conversion into 
cash this type of loan is recommended. 
A conservative amount of call money 
will improve the yield on the bank’s 
funds and should be a source of invest- 
ment during a period of high money 
rates. The record for security of call 
money is good and they are a sound in- 
vestment when properly secured by 
mixed collateral. Mixed collateral that 

(Continued on page 172) 
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The Capital Gains Tax and Credit 


The 


Taxpayer 


By WILLIAM A. CARTER 


Department of Economics, Dartmouth College 


Now Has a Choice. 


Abolition of 


the 


Tax of 1244 Per Cent. Might Prove a Greater Burden 


Than Present Plan. 


Possible Effect on Prices if Removal 


of Tax Prompted Dumping of Securities on the Market. 


OT long ago a New York bank, 
in a special bulletin, advanced 
as a method of breaking the 
present credit impasse the sug- 

gestion that Congress take immediate 
steps to remove the income tax on capi- 
tal gains on the sale of securities, and 
at the same time, of course, eliminate 
the tax credit resulting from capital 
losses. 

This capital gains tax was held to be 
a prime cause of the present credit situ- 
tion. To the tax was attributed arti- 
ficiality in the securities market, in the 
credit structure, and in the interest rates. 
It was further claimed to be the cause 
of the high prices of securities because 
of the scarcity value which it gave to 
them by withholding them from the mar- 
ket, and because of this it has created 
an enormous increase in the loan account. 

It was further stated that “under these 
tax laws, and particularly with the sur- 
tax operating as it does in the higher 
brackets, investors and speculators who 
have large profits in securities have been 
and are unwilling to liquidate and take 
profits, but go on holding these securi- 
ties, leaning on the banks in order to 
do so.” 

The government, therefore, by means 
of this tax, is directly responsible—the 
article asserted—for the gradual growth 
of a condition of frozen credit which so 
far has defied all efforts to bring about 
the alleviation of credit conditions to any 
great extent, if at all. 


Taxpayer Has a Choice 


O those who consider the present 

credit situation a serious one this 
constitutes a very severe indictment of 
a portion of our present tax system. 
If the government is really responsible 
for the accumulation of frozen credit 
then the government ought to do some- 
thing about it to remedy the situation. 
Whether anything will be accomplished 
in the direction of the abolition of the 
tax remains to be seen. 

The writer feels, after studying the 
proposal, that certain fundamental ques- 
tions are left unanswered. 

The present income tax law provides 
that the taxpayer may, at his option, be 
taxed at a flat rate of 12% per cent of 
the taxable gain from the sale or ex- 
change of capital assets consummated 
after December 31, 1921. For the purpose 
of this provision “capital assets” refers 
to the property held by the taxpayer for 


more than two years, but it does not in- 
clude stock in trade or other kind of 
property which might be included in in- 
ventory if on hand at the close of the 
taxable year. Neither does it include 
property held by the taxpayer primarily 
for sale in the course of his business or 
trade. Profits or capital gains derived 
from the sale of stocks, bonds, real es- 
tate, etc., which have been held by the 
taxpayer for more than two years are, 
therefore, under the present law, taxable 
at the rate of 12% per cent. Note, how- 
ever, that the taxpayer has a choice in 
the matter. Prior to 1922 these capital 
gains were taxed at the regular normal 
and surtax rates. There was no choice 
in the matter as there is now. 


“Traffic Moved” 


ET us turn now to a quotation from 
the 1921 annual report of the Secre- 
tary of the Treasury. This quotation 
was utilized in presenting the case for 
the repeal of the capital gains tax. Quot- 
ing from the annual report of 1921, we 
have the following: 


“The direct effect of these very high taxes 
is to hinder and prevent business transac- 
tions which would otherwise take place. A 
man may have property which he has held 
for years and which has greatly increased 
in value, and he would like to sell it, but if 
he does a large part of the gain would have 
to be paid out in taxes. He would rather 
keep the property than sell it, pay the tax, 
and invest what is left in something else. 
At the same time the party desiring to buy 
this property, if he obtained it, would im- 
prove it with buildings. What is the re- 
sult? The transaction does not take place, 
and the community loses the advantage 
which would come in the stimulation that 
would arise from the buyer’s improvement of 
the property, and it also loses the advantage 
of the seller putting his money into some 
other form of investment, which in turn 
would give rise to business transactions.” 


Such was the condition under the taxa- 
tion of capital gains at the regular nor- 
mal and surtax rates prior to 1922. Turn 
now to the statements made by the Sec- 
retary of the Treasury in his annual 
report of 1924, also quoted in the special 
edition of the New York bank bulletin: 


“In 1922, for the first time, a flat rate of 
12% per cent was levied. Prior to the in- 
sertion of the capital gains section in the 
law, investments did not change hands, 
property was tied up, and the government 
collected little from this source. When the 
rate was reduced to 12% per cent, however, 
the government opened up a vein of revenue 
which in one year yielded over $31,000,000 
in taxes. It is quite obviously of as much 
advantage to the government that the tax 
on capital gains be reduced as to the tax- 
payer and to business. Most of all is the 
moderate taxpayer benefited by removing 
some of the load from him. The rate was 
such as permitted the traffic to move, and it 
did move, to everybody’s advantage.” 
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The above paragraph indicates a num- 
ber of things. In the first place profits 
from the sale or exchange of stocks, 
bonds, real estate, etc., prior to 1922, 
were taxable at regular normal and sur- 
tax rates. With maximum and normal 
surtax rates of 73 per cent under the 
1921 Act it is not surprising to find the 
release for business transactions of prop- 
erty which otherwise would have re- 
mained out of the market as soon as the 
capital gains tax was utilized in its pres- 
ent form. It is obvious that the tax- 
payer, having an option as to by what 
method he should be taxed, chose the 
flat rate of 124 per cent on capital gains 
to the extent that the government ob- 
tained a tax yield from that source of 
$31,000,000. Mr. Taxpayer elected the 
method of payment which extracted the 
smaller toll from him. 


A Greater Burden 


IX the second place, it is evident that 
the investments did change hands and 
property did not remain tied up because 
of the tax on capital gains at the 


rate of 12% per cent. The traffic was 
permitted to move, and it did move, 
according to Secretary Mellon’s state- 
ment. It can be argued logically, of 
course, that in 1922, in so far as the 12% 
per cent capital gains tax was virtually a 
tax reduction on profits derived from 
investments held more than two years, 
that this tax reduction stimulated the 
sale or exchange of property, therefore, 
further reduction would stimulate the 
movement still more, and abolition of the 
tax entirely would bring about the maxi- 
mum movement. But we must bear in 
mind that the tax is an optional one of 
two choices. To abolish one choice means 
that the taxpayer has left no choice at 
all. The method of taxing left, that is, 
taxing these profits at the regular nor- 
mal and surtax rates, would prove to 
many a greater burden than the 12% 
per cent tax. 

To the writer there appear to be cer- 
tain alternatives available. The profits 
derived from the sale of stocks, bonds, 
real estate, etc., which fall under the 
classification of capital assets might be 
allowed to go untaxed or further reduc- 
tions in the normal and surtax rates 
might be made. 

It is highly improbable that the first 
could be accomplished since it would 
amount virtually to allowing much un- 

(Continued on page 160) 
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Every Desired ‘Type 
| Of Security 


For Your Secondary Reserves 


O MATTER what particular plan 

your investment program follows 

nor what specific types of securities you cur- 
rently require, A. G. Becker & Co. isalways 
in a position to supply your exact needs. 


Bonds (utilities, industrials, railroads, 
municipals, foreign, and government), 
short term notes, prime commercial paper 
—all are available to you here. 


The comprehensiveness of our service is 
based on the wide range of our financing 
activities and an intimate association with 
banks over a period of thirty-six years. 


Questions of maturities, degrees of mar- 
ketability, correct proportions of the va- 
rious types of securities included in the 
reserve—details which depend upon your 
particular circumstances can be checked 
by us for you against the experience of 
many other banks. 


We invite you to make use of our broad 
statistical and informational facilities 
whenever you wish and we shall be glad 
to submit investment recommendations 
at any time without obligating you in 
any way. 


A. G. Becker & Co. 


Investment Securities 


54 Pine Street 
New York 


100 So. La Salle St. 
Chicago 


When writing to advertisers please mention the American Bankers Association Journal 
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On July 25, 
POSTUM COMPANY, Ime. 


changed its name to 


(SENERAL 


\ 


OO 


CORPORATION 


and tts stock is now listed 


on the New Vork Stock Exchange 


ander the new name 


The ticker symbol is G F 


HIS change in name was authorized by Postum 
Company stockholders at their meeting, June 

27. Arrangements have already been made for the 
exchange of the old stock for certificates bearing the 
new name. A letter giving the details of the transfer 
has been sent to every stockholder of the company. 
The reasons for this change of name are obvious. 
During the past few years, this company has brought 
together under its ownership and management 
eleven other companies. It has become one of the 


largest organizations in the entire food industry— 


Post 
Toasties 


JELLO 


a company manufacturing and distributing many 
famous, nationally advertised food products. 

The original name of the company — which was 
so appropriate when the beverage, Postum, was its 
chief product—has been outgrown. A new name was 
needed—a name more in keeping with the com- 
pany’s widened scope of activity, and with its plans 
for future development. 

So Postum Company, Inc., becomes General 
Foods Corporation. It will henceforth be listed un- 
der this name on the New York Stock Exchange. 


THE 20 PRINCIPAL 


Maxwell House Coffee ry 
Calumet Baking Powder . 


Post’s Bran Flakes 


La France r Log Cabin Syrup 


ADVERTISED PRODUCTS 


Franklin Baker’s Coconut 


OF THIS COMPANY 


Post Toasties 
Instant Postum 


Walter Baker’s Cocoa ° Minute Tapioca 
Grape-Nuts ° Swans Down Cake Flour 


Jell-O Certo Hellmann's Mayonnaise Products Postum Cereal @ Satina Walter Baker’s Chocolate Sanka Coffee 
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Bank Mergers and Branch Banks 


By V. L. HOLLAND 


President, the Empire National Bank, Clarksburg, W. Va. 


Recent Large Consolidations Were the Result of Economic 


Demand Only and Unit Banks That Serve their Communities 


Well Need Have No Fear. 


ANK mergers have followed one 
after another in recent years in 
the United States until in 1929 
several cumulative mergers in 
New York and Chicago focused public 
attention on an economic development 
which seems strangely belated. 

We are all familiar with huge com- 
binations in industrial enterprises. The 
world was startled in 1901 by the billion 
dollar merger known as the United States 
Steel Corporation. Before and for ten 
years after that time other styles of 
merger were in vogue, following eco- 
nomic law. These are exemplified in the 
oil trust, the tobacco trust, the sugar 
trust. This “trust” form of merger came 
to grief as a form when the United 
States Supreme Court dissolved the oil 
and tobacco trusts, but in doing so laid 
down a “rule of reason” which has been 
followed since in actual corporate mer- 
gers of vast proportions to which pub- 
lic opinion is no longer antagonistic. 


Bank Unification Harder 


ie is obvious that the growth of cor- 
porations made necessary larger finan- 
cial machinery to handle the steadily 
increasing volume of money and credit 
transactions. But, the growth of banks 
did not keep pace with the growth of 
corporations and of business generally. 
The national banking law and currency 
system was inelastic, and unit banking, 
both national and state, was the estab- 
lished American system. Coupled with 
tradition and public prejudice, diverse 
banking laws in the nation and in forty- 
eight separate states made unification of 
banking facilities difficult. 

To meet this situation, there grew up 
the practice of interlocking directorates 
chiefly between national banks and state 
institutions, so that big business could 
get financial accommodation without 
shopping around among hundreds of 
banks. This resulted in a popular, and 
especially a congressional outcry, against 
an alleged money trust, just as there had 
been outcry against industrial trusts. The 
climax was the Pujo Congressional in- 
vestigation in 1912, which attracted wide 
public attention, and was at least educa- 
tional if it accomplished nothing more. 

The majority report of the Pujo Com- 
mittee recommended much restrictive 
legislation as to regulation of clearing 
houses, incorporation of stock exchanges, 
consolidation of banks, restraint of inter- 
locking directorates and interlocking 


ownership, and the formation of security 


England’s 
Experience 


in Great 
Britain has come to 


recognize that branch bank- 
ing is an inevitable result 
of the evolution of that na- 


tion’s banking system into 
a group of five great, 
strong institutions and 
branch banking gen- 
erally considered there now 
to be the best means of 
meeting the call of a grow- 
ing industrial and mercan- 
tile world. The mergers in 
American financial centers 
in recent months have 
given this nation a Big 
Five similar to England’s. 


0.0.9 


holding companies owned by identical 
bank stockholders. 

Little of the legislation proposed was 
enacted, the chief enactment being a 
restraint of interlocking directors. A 
minority of three mildly opposed some 
of the bills suggested by the majority. 
One single member, Henry McMorran, of 
Michigan, had the foresight and sagacity 
to protest against all the proposed legis- 
lation on the ground that “the immediate 
need of the country is for banking legis- 
lation upon a general scientific plan.” 


A Minority Protest 


R. McMORRAN, even in that dark 

age of 1913, found merit in the 
work of the larger clearinghouses, in the 
management of the New York Stock 
Exchange, and in the integrity of the 
men at the head of large financial insti- 
tutions, although they might be on the 
directorate of more than one bank. 

Mr. McMorran, in a hopeless commit- 
tee minority, unerringly recognized the 
necessity for dealing with big business 
in a big way, and at the same time 
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Branches of these Institutions in 
Many Cases are only Extra Offices. Trend to England’s System. 


rebuked the narrow views of his fellow 
committeemen, when he said: 


“It is not reasonable to select a list of the 
largest financial institutions in the leading 
cities and then to assume that because some 
of these institutions are associated from time 
to time in occasional transactions that the 
whole number constitutes a group following a 
concerted policy with a united purpose, nor 
is it fair to assume that because few trans- 
actions of $10,000,000 or more can be named 
which have not been handled by one or 
another of these large institutions (whose 
names have been selected for this purpose 
because of their size) that this so-called 
‘group’ has suppressed competition. 

“As to the claim of centralization of the 
money power in the city of New York, the 
fact that within the past 10 years the 
number of banks in the United States has 
increased from 10,000 to 25,000 certainly 
demonstrates that competition in banking 
facilities has increased throughout’ the 
country, and the fact that the resources of 
the New York banks amounted to 23.2 per 
cent of the country’s resources in 1900 and 
to only 18.9 per cent in 1912 shows that 
banking growth has been more rapid else- 
where than in New York.” 


These words of wisdom and prophecy, 
written in 1913, failed to attract the at- 
tention they deserved. But a monumental 
study of banking and currency had mean- 
while been made by Senator Nelson W. 
Aldrich of Rhode Island and his col- 
leagues on the National Monetary Com- 
mission. Although the bill for a Central 
Reserve Bank introduced by Senator 
Aldrich in 1909 was defeated, the work 
done by the Monetary Commission 
formed the basis for the present Fed- 
eral Reserve Law, which, enacted in 
1914, and coupled with the Income Tax 
Law, prevented financial chaos during 
the World War, and opened the way 
later for a unification of banking power 
able to cope with the demands of big 
business. 

While Federal reserve operation saved 
this country’s financial face, through 
concentration of reserves and credit, even 
before present day physical mergers got 
extensively under way, the banks of 
Great Britain were drawing together in 
response to the greater and greater de- 
mands made on them by business devel- 
opments. 

In Great Britain, as in this country, 
unit banking was prevalent 100 years 
ago. In this country a century ago there 
were about 300 banks—all state and pri- 
vate banks. There are now (or were on 
June 30, 1928) in the United States near- 
ly 25,950 national and state banks. In 
England the London clearinghouse has a 
membership of only ten banks, including 
the Bank of England, which, like the 
Federal Reserve System, is merely a 
bank for bankers. Five of these ten 
banks—Barclay’s, Lloyds, Midland, Na- 
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tional Provincial and Westminster—have 
since the World War been known as the 
Big Five of English banking. Among 
them they do a large part of the com- 
mercial banking of England. 


The Outcome of Mergers 


_ banks in their present state 
are all the outcome of mergers, and 
of course they have thousands of 
branches, which perform the functions 
which 26,000 unit banks perform in the 
United States. The five banks just 
named have capital and surplus of 
around $600,000,000, deposits of more 
than $8,000,000,000, nearly 8000 branches 
and nearly 300,000 stockholders. They 
represent a concentration of banking 
power able to meet the requirements of 
business as business grew in size and in 
its needs for financial accommodation 
which could not be met in small doles. 
Banks exist only because they are a cog 
in the machinery of business. They re- 
spond to economic law, not to volition on 
their own part. Banks do not make 
business. Business makes the banks. 

These enormous banks in England 
were an evolution to supply an economic 
demand. During the 100 years between 
1826 and 1926 there were 552 mergers of 
units into the present big machinery. 
The building of the financial machine be- 
gan in 1826, when an act of Parliament 
permitted the establishment of joint- 
stock banks. Before 1826 banking had 
been a private venture. In the next 
eighteen years 122 mergers took place, 
mostly the absorption of private banks 
by joint-stock banks. 

Then Parliament, like Congress, put 
its fingers into the pie in 1844 and tried 
to apply brakes to economic forces, so 
that in the following eighteen years only 
forty-four mergers were recorded. Then 
Parliament, again like Congress, released 
the brakes in 1862 with a new act author- 
izing the limited liability of banking 
shares. Thus began, almost simultane- 
ously with the establishment of the na- 
tional banking system in this country, 
the real growth of large scale banking 
in England. It was many years, how- 
ever, before Congress took off its stran- 
gle hold in this country. 


Many Consolidations 
EGINNING with 1862, English banks 


responded steadily to business 
growth; as business expanded, banks 
concentrated their resources by _ re- 


mergers and more mergers as well as 
by increases in capital of the consol- 
idated and reconsolidated institutions. 
From 1862 to 1925 there were 386 con- 
solidations, many of these being mergers 
between joint-stock banks which them- 
selves were already merger institutions. 

Meanwhile, German banks had been 
going through much the same process of 
concentration of resources and had be- 
come so strong that by 1914 they 
financed the major portion of foreign 
exchange taking place in London. Then 
came the war. English banks were 
forced to assume new authority as well 
as new burdens. Later American banks 
got into the game and are now holding 
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up their own, but that is another part 
of the story of the working of economic 
law despite the Mother Partington atti- 
tude of Congress, which believed it could 
sweep back an irresistible tide with a 
broom. 

The concentration of English banking 
power which followed the liberalization 
of the British law in 1862 was as help- 
ful to Great Britain in the World War as 
was the passage of the Federal Reserve 
Act in 1914 helpful to the United States 
in the same crisis. The largest re- 
mergers in London, between institutions 
of large size, took place in 1918, which 
resulted in the Big Five already referred 
to, which now dominate the English bank- 
ing field. 


England’s Experience 


ie is only natural that branch bank- 
ing has been an essential factor in 
this concentration of financial resources 
in England. As in this country, conserva- 
tion and sentiment opposed the elimina- 
tion of the old school private unit banks, 
but the economic trend was too strong 
for sentiment. Business in Great Britain 
now recognizes branch banking as an in- 
evitable result of the normal evolution of 
the banking system and the best means 
to meet the call of a growing industrial 
and mercantile world. 

England, as well as the United States, 
has been confronted with the problem of 
“frozen credits.” In the United States 
“frozen credits” granted by small units 
have resulted in numerous failures of 
both banks and customers. In England, 
when branches of the big banks made 
loans that froze, loans similar to those 
made by small units in the United States, 
the concentration of resources in the 
parent banks enabled renewals and ex- 
tensions which protected the solvency of 
the borrower and resulted in no loss to 
the banks. 

To revert to the subject of mergers in 
this country, the movement seems now 
well under way. Although the establish- 
ment of the Federal Reserve System in 
1914 gave no real extra license to bank 
merging, it afforded an object lesson in 
the value of concentration of resources. 
The Federal Reserve Act brought about 
an elasticity of currency and credit which 
England does not yet enjoy. It did not, 
however, authorize effective consolida- 
tions not already permissible. Such 
growth as took place until December was 
mostly in the form of increased indi- 
vidual capitalization in the effort to pro- 
vide units that would be better able to 
meet the demands of business develop- 
ment. 

Such enlargement was not enough. It 
failed to give the necessary concentration 
of already existing units. Trust com- 
panies chartered under state laws exer- 
cised functions necessary to the larger 
form of banking, but under the Federal 
law national banks could not absorb 
trust companies or state banks and re- 
tain certain vital functions which trust 
companies and state banks enjoyed. To 
overcome this difficulty most of the 
larger mergers were made by surrender 
of national charters and the absorption 
of national banks into state institutions. 
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For example, the original Liberty Na- 
tional Bank of New York evaporated 
into the New York Trust Co., the Conti- 
nental National Bank and Trust Co. of 
Chicago has disappeared in the Conti- 
nental Illinois Bond & Trust Co., and the 
National Bank of Commerce in New York 
has become an integral part of the 
Guaranty Trust of New York, under a 
state charter. 


Big Shift of Resources 


HESE cases are mentioned because 

they are among the more prominent 
ones. The same tendency has been fol- 
lowed in smaller mergers all over the 
country and has caused much alarm 
among friends of the national banking 
system and of the Federal Reserve Sys- 
tem. Membership in the Federal Re- 
serve System is compulsory on national 
banks, but is optional with state institu- 
tions. Branch banking is allowed under 
many state laws. Between the two in- 
centives, as the merging process gained 
headway, the national system in six 
years from 1921 to 1927 lost to state in- 
stitutions over $2,230,000,000 in re- 
sources, 

According to a recent statement made 
by the Comptroller of the Currency 
seventy-nine national banks, with aggre- 
gate resources of $2,750,000,000, have 
passed over to state jurisdiction within 
the last six months. 

Finally Congress took action to stop 
the disintegration of the national bank 
system by the McFadden Act of 1927, 
which permitted consolidation of na- 
tional banks and state banks “located in 
the same county, city, town or village,” 
with transfer to the national bank of 
special rights and franchises pertaining 
to the state bank, such as trusteeships, 
executorships and other fiduciary func- 
tions which the national bank had before 
that been unable to exercise. 

This saved the situation for the na- 
tional banks to a certain extent, and re- 
sulted in many mergers where the na- 
tional bank remained and the state insti- 
tution was swallowed. It did not end 
the trouble, however, for disputes imme- 
diately arose as to the rights of the 
states, especially in probate proceedings. 
The Merchants National Bank of Worces- 
ter, Mass., absorbed the Fitchburg Bank 
and Trust Co. under the national charter 
of the Merchants Bank, with the new 
corporate title Worcester County Na- 
tional Bank. Believing that under 
the McFadden Act of 1927 it suc- 
ceeded to the functions of the Fitchburg 
Bank and Trust Co., the Worcester Coun- 
ty National Bank filed a report as ex- 
ecutor, in lieu of the Fitchburg Bank and 
Trust Co., with the Probate Court of 
Worcester County. 


Flaw in the Law 


LTHOUGH the account was found to 
be in proper form for allowance, the 
court questioned whether the new bank 
was executor by succession. The mat- 
ter was referred to the Massachusetts 
Supreme Judicial Court, which found the 


(Continued on page 175) 
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Statement of Condition, June 29, 1929 


RESOURCES 
Cash on Hand and Due from Banks . 


Call Loans, Commercial Paper and Loans lige fos Rediacount 
with Federal Reserve Bank 
United States Obligations 


Short Term Securities 
Loans due on demand and withic 30 — 
Loans due 30 to go days . 
Loans due go to 180 days 
Loans due after 180 days 


Customers’ Liability for Acceptances (anticipated $2,863,928.94) . 
Bonds and Other Securities 

New York City Mortgages . 

Bank Buildings 


LIABILITIES 


OffcialChecks . . 61, 568,572.11 


Acceptances (including Acceptances to Create Dollar 
Exchange) 


Discount Collected but not Earned 
Reserve for Taxes, Interest, -etc. 


Dividend Payable July 1, 1929 


. $186,023,730.88 


164,247,949.96 
3597955817-25 


3791145943-75 
106, 570,941.86 
743397 3793-20 
43535 2,221.61 
1,392,439-12 


59,961,867.06 
14,044,313.67 
11,2§2,615.00 

8,867,462.55§ 


$742,932,095.91 


$540,868,788.28 


62,825,796.00 


1,669,473-09 
45171,304.15 
2,000,000.00 


$131,396,734-39 


$742,932,095.91 
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Canada’s Substitute for 
Farm Relief 


By A. H. HARRIS 


A Review of the Varied Experiences of the Canadian Farmer 
Before He Reached a Satisfactory Solution of the Problem of 
Marketing His Wheat, Valuable Here on the Eve of the 
$500,000,000 Plan for Farm Relief Development of the Pool. 


T recurring intervals in the last 
century agrarian movements 
have enlivened the course of 
North American politics and 

provided temporary anxieties for legisla- 
tive bodies and for the managers of polit- 
ical parties. This statement applies as 
well to Canada as to the United States, 
while quite naturally most of the noise 
originated south of the Canadian boun- 
dary. In the United States, movements 
began in the years following the Civil 
War, coming down through the Grange, 
the Farmers’ Alliance, the Populist 
Party, the Non-Partisan League, and 
other organizations more or less sectional 
in character—and short-lived. 

Just now another movement of agrar- 
ian character, no matter how much of 
the spectacular may be lacking in the 
set-up, has resulted in the farm-relief 
measures adopted by the Congress, bring- 
ing with it opportunity for service and 
for mistakes such as no other movement 
in the history of the country could claim. 
For, in the present case, the government 
is going to back with money some of the 
theories and some of the plans which 
have been fostered heretofore without 
financial support sufficient to give them 
any sort of practical test. If the theories 
worked out by farm-relief leaders prove 
trustworthy and applicable to conditions 
in the markets of the world, then the 
government will have made no mistake 
in providing the machinery to put them 
into practice. On the other hand— 


The Old Hazards 


ITH conditions as they are in the 

United States, with the greatest test 
of cooperative methods now made pos- 
sible through the support of the Federal 
government, it might not be out of place 
to take a brief look at some of the accom- 
plishments and some of the hazards 
which mark the backward trail, taking 
the North American continent as a com- 
mon field of endeavor and experiment. 
The field of cooperative effort in Canada 
is a most fertile and interesting one for 
serious study. For here we find progress 
after many tribulations; here we find 
some of the newer phases of cooperative 
effort on the part of grain growers in a 
country where no landmarks could have 
been found to guide at any stage of the 
development. 


Practical 
Self-Help 


[* view of the passage of 

the farm relief measure 
by Congress, and the pos- 
sible turns which may come 
in the development of plans 
and the handling of very 
large sums of money, in 
operations for which there 
may be no well defined 
precedent, a candid look at 
what has been done by 
neighbors should be help- 
ful. This article tells how 
Canadian farmers, after 
many trials brought about 
real cooperation. 


For more than a century there have 
been well-marked agrarian movements 
breaking out from time to time among 
the farmers of Canada, as the settlement 
waves pressed westward. It may be easy 
to misunderstand the facts and assume 
that demands for changes and for better 
conditions originated with the grain 
growers of the Prairie provinces, begin- 
ning with Manitoba, but such is not the 
case. When Ontario was still covered 
with almost unbroken bush, and while 
log cabins were still the only shelter 
known to the hardy pioneers, the men 
who were growing small patches of wheat 
—the only cash crop—among the black- 
ened stumps of their small clearings, 
began to organize for protection and bet- 
terment of their condition. 

Feeling the isolation of the life in a 
new and wild country, these settlers in 
Ontario—now one of the richest regions 
in the Dominion—attempted to enrich it 
by forming what they called agricultural 
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societies. These organizations were not 
merely based on fall fairs, but were soci- 
ties of broad interests embracing social 
activities, the study of public questions, 
and of better methods of farming; the 
encouraging of education and the pro- 
motion of contests in all lines of en- 
deavor. All the work, all the program, 
culminated in one grand rally at the 
annual fall fair, however. 

Canada’s pioneers were almost to a 
man crusaders of civilization and Chris- 
tianism. Much of the same spirit was 
inherited by the men who pressed west- 
ward decade after decade, until the Prai- 
rie provinces offered the last cheap grain 
land and the last of the frontier. Here, 
naturally, then, gathered hundreds of 
thousands of men and women with little 
in the way of resources except their 
health and their purpose to succeed, and 
here, quite as naturally, was developed 
the greatest cooperative movement on the 
continent, both in terms of men inter- 
ested and in annual turnover of product. 
Here in the space of a few years, com- 
paratively, has been developed the largest 
inland grain market on the continent, 
Winnipeg, and here has grown up the 
largest movement of wheat for export 
in any one region in the world. 


Basis of the Canadian Co- 
operative Movement 


[* us take a glance at the founda- 
tions upon which the Canadian coop- 
erative movement rests. Settlement be- 
gan in the great open stretches of west- 
ern Canada as early as 1871, although 
the Canadian Pacific Railway was not 
extended through the region to the Pa- 
cific Ocean until 1886. Even with the 
construction of the transcontinental line, 
transportation was lacking except for 
settlers within thirty to fifty miles of 
shipping stations, and the price of wheat 
was low, at least comparatively. So slow 
was development of the whole region, 
that at as late a date as 1891 the popu- 
lation of Manitoba, Saskatchewan, Al- 
berta and British Columbia, combined, 
was approximately 250,000. During the 
next thirty years the population grew to 
more than 2,500,000. In two provinces, 
particularly, was there exceptionally 
heavy population growth during the 
twenty-year period 1901 to 1921. Sas- 
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katchewan grew from 91,279 to 757,510, 
and Alberta from 73,022 to 588,454. 

While considering these population fig- 
ures two or three facts should be kept in 
view. Annual rainfall in Manitoba is 
between sixteen inches and twenty-one 
inches, according to geographical loca- 
tion. In Saskatchewan the precipitation 
is less than twenty inches; in Alberta it 
is about sixteen inches. It was upon land 
with this distinguishing feature that set- 
tlement went forward. And, twenty-five 
years ago, British settlers were not 
wanted. Their economic standards were 
too high. It was assumed that a peculiar 
type of farmer had to be brought into 
the Prairie provinces by the forces under 
and behind the immigration movement 
which was backed by the Canadian Pacific 
Railway. 


Low Standards of Living 


pent colonies of men and women 
from Russia, Austria and other 
countries with low standards of living 
were brought to the cheap land and made 
settlement on it and began the growing 
of wheat. In some places the religious 
training of the settlers was considered 
of first importance, as in the case of the 
Mennonites, who were brought in by 
the thousand. But there was sufficient 
salt in the mixture to maintain a flavor. 
Indeed, had none but aliens from Russia 
and Austria invaded western Canada, 
there would have been—there could have 
been at this early day—no cooperation, 
no farmers’ economic movement, and no 
real prosperity in all the rich land. 

While this great colonization project 
was being worked out, there were filed in 
the Prairie provinces — Saskatchewan, 
Alberta, Manitoba — 528,006 homestead 
entries on crown lands, to say nothing 
of the settlement by purchase of railroad 
lands. In other words, in twenty-three 
years, from 1897 to 1920, in a single geo- 
graphical region of Canada, the greatest 
land settlement movement in the history 
of the continent, with the exception of 
the era following the construction of the 
Pacific railroads in the United States, 
centered in the high lands to the west- 
ward of Winnipeg. Here not only had 
the soil to be subdued but all of the eco- 
nomie conditions which follow large 
movements of people had to be met and 
contended with. Here were gathered mil- 
lions of men with families, and with a 
minimum of capital and resources. Here 
was a land which promised most for 
those persons who should produce wheat 
and oats for the markets of the world. 
It will be understood that there was 
nothing of a local market, with no cen- 
ters of population within a thousand 
miles or more. 

The Prairie provinces, happily or un- 
happily, were to be developed as great 
wheat producing regions, after the peak 
of production on new lands in the United 
States had been reached. Perhaps this 
fact had much to do with the trend of 
affairs in western Canada. The peak of 
American production—acreage of new 
land—in the pre-war period was reached 
in 1899, when 52,589.000 acres of wheat 
were harvested. The maximum of the 


crop to be exported was realized in 1892, 
when 38.6 per cent of the output of the 
United States was shipped to foreign 
consumers. Thus it was that when the 
poor settler on the Canadian prairies 
found himself witha large crop of wheat 
he found his market thousands of miles 
away and pretty well occupied as well. 
He also discovered to his dismay that 
transportation to tidewater was practi- 
cally controlled by a single line of rail- 
road, and with terminals at one place, 
at the head of the lakes, 400 miles east- 
ward from the eastern line of the grain 
belt. 


The First Elevators 


N the early days, the Canadian Pacific 

Railway, the pioneer transcontinental 
line in Canada, experienced great diffi- 
culty in getting grain loaded in the re- 
gions where land development was going 
rapidly on. Farmers were anxious to 
haul their grain direct from the fields to 
the railway and put it aboard cars for 
its first movement to the seaboard. In 
fact there was nothing else to be done 
with the grain in the face of climatic 
conditions, a short growing season and 
early rains and frosts in the fall. At 
length, after various experiments, all of 
which proved more or less futile, the 
railroad offered inducements to corpora- 
tions which would build elevators along 
its line through the wheat belt, the ele- 
vators to be of a capacity of at least 
25,000 bushels and to be equipped with 
the proper elevating and cleaning ma- 
chinery. 

While the construction of elevators 
would seem to solve the problems of the 
grain farmers, such proved not to be the 
case. At points where elevators were 
erected the railway would not allow 
cars to be loaded with grain through flat 
warehouses nor from the farmers’ wag- 
ons, as had been the rule theretofore. On 
the strength of the monopoly created by 
the guaranty of the railroad as to the 
handling of grain, the elevators were 
built and operated. The protection given 
to the management of the elevators 
placed the shipping of grain completely 
in their power. No one desiring to ship 
wheat in bulk could get it on the cars 
otherwise than by having it handled 
through an elevator. Naturally, such a 
monopolistic system led to abuses, many 
of which were, naturally, charged up 
against it by the struggling farmers 
with one crop and only one crop to be 
harvested every twelvemonth. 


Swarms of Buyers Did Not 
Assure Competition 


LIST of the standard elevators in use 

in western Canada, through the 
wheat belt, in 1899, shows 447 in use. 
These served as best they could the 
three Prairie provinces. At the same 
time there were twenty-six elevators 
owned or operated by farmers, perhaps 
all of them of purely cooperative man- 
agement and control. Even with a line 
of elevators, and with swarms of buyers 
on the streets of the wheat towns, the 
farmers discovered that many buyers did 


not assure competition in buying; that 
year by year their problems became more 
difficult and they simply could not make 
sufficient money out of the raising of 
wheat to develop their farms and educate 
their children as they had dreamed of 
doing. 

Perhaps a natural question here would 
be, why the Canadian prairie farmers 
did not profit by the experience and ex- 
ample of the farmers of the Red River 
Valley to the south, and particularly of 
Minnesota, the wheat center of the 
United States at the time. Simply be- 
cause there was no basis for comparison. 
Conditions were entirely different, except 
in the richness of the soil and in the 
production of a high-grade hard wheat. 
Minnesota was an extensive grain-grow- 
ing area, with a central grain market 
and a dominating flour-milling center. 
Here was the principal lake terminal, 
through which practically all of the ex- 
port wheat and flour had to pass. Here 
was a compact region, self-sufficient, and 
more or less independent, with no trans- 
portation problem such as loomed in the 
Canadian provinces. 

In western Canada, Winnipeg, the nat- 
ural point of concentration and domina- 
tion in the grain trade which was devel- 
oping, was 420 miles away from Fort 
William and Port Arthur, on the lake- 
head. There was no other such condition 
on the continent. Winnipeg could not be 
a terminal, but it must be the grain cen- 
ter. The manipulation of the grain trade 
was comparatively easy as compared 
with conditions in the United States, 
with Minneapolis, and Duluth, and Chi- 
cago, and Buffalo, all determined to make 
places for themselves in the grain trade. 
In Canada there could be no movement of 
grain to the Pacific Coast—at least 
nothing of account, and Winnipeg of ne- 
cessity had to become the one great grain 
center, and the export grain had to move 
by the way of the Great Lakes. 


Canadian Federal Regulation 


| ie the United States, regulation of the 
grain trade and standardization and 
inspection developed under independent 
initiative and jurisdiction of the states 
most directly concerned in the production 
of wheat, such as Illinois, Minnesota and 
the Dakotas. Minnesota naturally and 
necessarily led. In Canada, the inter- 
provincial character of the western grain 
area predetermined the Federal charac- 
ter of any comprehensive and hence 
workable system of grain trade regula- 
tion. In Minnesota, self-contained so far 
as the grain trade went, the State Legis- 
lature was the only competent authority 
to deal with the whole matter of the ship- 
ment, storage and export of wheat. In the 
United States it was as late as 1916 that 
the Federal standardization and inspec- 
tion of grain in interstate commerce was 
established with the passing of the 
United States Grain Standards Act. In 
Canada, on the other hand, legislative 
regulation of the grain trade was from 
the first Federal in its origin, scope and 
operation. The reasons for this distinc- 
tive development, partly geographical, 
(Continued on page 129) 
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partly constitutional, and partly his- 
corical, may be gathered from the brief 
analysis offered in this paragraph and 
the one preceding. 

Historically the cooperative movement 
in the Prairie provinces is a confluence 
of two streams of thought—the informal 
cooperation of pioneer farmers and the 
utter dissatisfaction of the struggling 
wheat’ grower with the treatment re- 
ceived at the hands of the railway and 
the line elevators in the early days of 
the settlement of the regions which were 
destined to become the bread basket of 
the continent. The Dominion Grange had 
been organized at London, Ontario, in 
1874, in response to a demand for redress 
on the part of the farmers of that prov- 
ince, particularly. The Patrons of In- 
dustry was organized at Sarnia, Ontario, 
in 1890, in consonance with an agrarian 
movement in the United States. This 
organization took a political turn and 
laid out the highway for the wheat 
growers to follow in the beginning of 
the organization era. 

During the ten years ending with 1900, 
the production center of the Canadian 
wheat trade shifted from Ontario to the 
Prairie provinces, with Winnipeg rapid- 
ly forging ahead as the transportation 
center of all the inland region. Here, as 
carly as 1887, was organized the pioneer 
Grain and Produce Exchange, afterward 
to become one of the leading grain mar- 
kets of the world. But Winnipeg could 
never become an export center, a termi- 
nal in any sense. As a primary grain 
market, Winnipeg has already reached 
the very top, however. 


Foundation of Wheat Pools 


all the early years of de- 
velopment in the grain belt, even with 
all the cheap land in the world, appar- 
ently, to draw from, the farmers were 
unable to make any money, and the 
struggle was more or less exasperating, 
as one problem after another appeared, 
and all having to do with the marketing 
of the increasing crops. With the Cana- 
dian Pacific Railway following its own 
methods of handling the grain trade, and 
with elevators controlling the marketing 
of grain to the limit, the farmers sought 
help in their dilemma where it was most 
surely to be found, among themselves. 
And here was to be laid the foundation 
for the great wheat pools which have 
shown the world a new trick in the mar- 
keting of hundreds of millions of bushels 
of wheat—nearly exclusively in Great 
Britain. 

A handful of farmers met at Indian 
Head, Saskatchewan, in December, 1901, 
and formed what they called the Terri- 
torial Grain Growers’ Association. With- 
in two months thirty-eight locals had 
been organized, and by the following 
autumn locals were to be found from one 
end of the prairie to the other. The 
wheat farmers had become class con- 
scious, as it were, and were planning to 
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gain by legislation some of the rights 
that seemed to have been denied them 
under the laws then in existence. In the 
original plans it appears that nothing 
was thought of the pooling of wheat, of 
the marketing of their product at termi- 
nal markets. But there was need of 
legislation to control the grain trade. 

The organization work begun in the 
mid-prairie region was continued in Man- 
itoba, and at Virden, in January, 1903, 
the Virden Grain Growers’ Association 
was organized. As the movement spread, 
the range of operations spread with it. 
Some of the farmers, not thinking of 
terminal sales, determined to go into 
business for themselves, and in 1906 the 
Grain Growers’ Grain Company was in- 
corporated. In 1909 the united farmers 
of Alberta grew out of the various 
smaller groups then trying to function 
in the Province of Alberta. There were, 
therefore, in 1909, three more or less 
powerful associations of wheat growers 
on the prairie as well as a farmer-owned 
grain company, all linked together in 
the Interprovincial Council of Grain 
Growers’ and Farmers’ Associations, 
founded in a, small way in 1907. 

By 1910 the farmers had begun to feel 
their strength, and at the same time 
see the need of stronger organizations 
in the grain trade. It was during this 
year that the Interprovincial Council of 
Grain Growers’ and Farmers’ Associa- 
tions was renamed the Canadian Council 
of Agriculture, taking in as a new factor 
the Canadian Grange. The Canadian 
Council of Agriculture was made up of 
five delegates from each of the provincial 
bodies and each of the cooperative com- 
panies, and from the Grange; one dele- 
gate from each provincial association be- 
ing a woman. The final step was taken 
in 1917, when the Grain Growers’ Grain 
Company, the Alberta Cooperative Ele- 
vator Company, and the Saskatchewan 
Cooperative Elevator Company were 
merged into a new body under the name 
of United Grain Growers, Limited, with 
a paid up capital of $5,000,000. 


Legitimacy of Farmers’ 
Grievance Recognized 


Borman the pressure brought to 
bear by the wheat growers of the 
Prairie provinces favorable legislation 
has been enacted—a mass of it—and four 
royal commissions have been charged 
with the study and analysis of the Cana- 
dian grain trade. The first royal com- 
mission was named in 1899, on the ship- 
ment and transportation of grain in 
Manitoba and the Northwest territories. 
The second royal commission, named in 
1906. made a vigorous report which led 
to the extensive amendment of the Man- 
itoba Grain Act of 1908. The third com- 
mission, named in 1920, had its investiga- 
tions arrested by court action. The 
fourth commission was named in 1923 
and two years later made an exhaustive 
report. 


In the report of the first royal commis- 
sion, made public in March, 1900, the 
legitimacy of the farmers’ grievances 
was generally recognized and legislative 
remedies were suggested. The Manitoba 
Grain Act, named on account of the 
prominence of the Province of Manitoba 
in grain production, was passed by the 
Parliament, in 1900, and substantially 
followed the recommendations of the 
first royal commission. The Manitoba 
Grain Act, at a single step, imposed a 
far-reaching system of regulation on 
railways and elevators in the interests of 
the grain growers and provided for a 
permanent administrative officer—a 
warehouse commissioner—to whom the 
farmers might present their complaints 
directly. 

The first twelve years of the present 
century marked the period of awakening 
among the farmers of the Prairie prov- 
inces, and the first definite steps toward 
the great cooperative movement which 
culminated in the greatest grain organi- 
zation in the world, based on production 
at one end and the exportation of grain 
at the other. With the passage of the 
Manitoba Grain Act, in 1900, legislation 
was in process which was to culminate in 
the passage of the Canada Grain Act, in 
1912. So strong had the farmers’ move- 
ment become that the Winnipeg Grain 
Exchange was reorganized as a volun- 
tary association in 1908. In 1910 the 
government of Manitoba went into the 
grain elevator business in earnest, as 
part of the farmers’ plan of relief. As 
might be expected, this part of the pro- 
gram proved a failure—at least in part. 


Struck Out to Control the 
Export Surplus 


OW we come to the age of wheat 

pools in Canada. And the first fact 
that stands out is that intelligent as well 
as united action among the farmers is 
always necessary for the success of a 
large movement. The history of co- 
operation on the American continent is 
the story of united action, but not al- 
ways intelligent action. Leadership of 
the larger type has been lacking—but 
not so in Canada during the organiza- 
tion of the grain pools. 

No sooner had farmer organization be- 
come general than it was discovered that 
the point of attack was not the local 
dealer, but the terminal market. This 
is in striking contrast with the move- 
ment in the United States, with its lack 
of plans to reach the export market and 
its effort to eliminate the middleman 
nearer home. The Canadian farmer was 
not content to operate a line of elevators; 
he did not attempt to enter the flour 
milling game. He struck out to control 
the export surplus of grain in the prov- 
inces, and this meant the control of ap- 
proximately 300,000,000 bushels of the 
annual crop. 

At the outset of its career the pool un- 
dertook to obtain for its members 
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higher prices for wheat than had former- 
ly been obtainable. Then and since it 
has been a matter of controversy as to 
whether this hope can be realized with- 
out the control of tremendous machinery 
in the grain trade. This machinery 
would have to operate in financial chan- 
nels at terminals and follow the grain to 
its place of consumption in Europe. And 
unless the farmers were gainers through 
their organization they would not sup- 
port it no matter how glaring its claims 
might appear. A number of years were 
required to work out the final pooling 
plan, because it had to be much larger 
than even far-seeing leaders thought nec- 
essary at the beginning. And as the 
plans grew the financial needs appeared 
almost beyond comprehension. 


The Unexpected Problem 


We the pool was getting control 
of the export business and thus reg- 
ulating prices to the foreign miller and 
profits to the farmer, there appeared a 
problem that had hardly been considered 
at all. It was the problem of the do- 
mestic miller and his supply of pooled 
wheat. The domestic miller had always 
been required to pay a premium for his 
wheat on account of its high quality, but 
now he had to buy in direct competition 
with the foreign miller who bought on 
the world market. 
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The high standing of Canadian wheat 
was primarily due to the reputation cre- 
ated for it in the world’s markets by its 
being milled in Canada, unmingled with 
any other variety or quality of grain. 
Canadian wheat was exported in this 
form as “Manitoba Flour.” It was the 
reputation so created that had enabled 
the northwestern farmers to get the pre- 
mium which their hard wheat commanded 
and of which they were justifiably proud. 

Before the pool came into existence 
and power, nearly 50 per cent of the total 
flour exports of Canada went to British 
importers, and this was by all odds the 
steadiest and best market Canadian mill- 
ers had at the time. Now the shipments 
are less than one-third of the total out- 
put. In the meantime foreign millers 
have built up their business through the 
purchase of the pooled grain on the 
world market and in competition with 
the millers right in the region where the 
grain is produced. 

Whatever the merits of the argument 
about the production of flour at home and 
abroad, it is becoming clear to many ob- 
servers that the pool is able to make the 
domestic millers of Canada pay higher 
prices for wheat than are obtainable 
from the millers of other countries. In 
the home market competition to a large 
extent has ceased to exist, and the miller 
must pay the price demanded, however 


August, 1929 


nominal this may be in relation to over- 
seas market prices. 

So successful had the movement fo: 
large marketing operations been among 
the farmers of Canada that a wave of 
organization set in on the south side of 
the international boundary following th. 
World War. By the year 1920 wheat 
growers’ associations had been organized 
in Washington and Idaho; the next year 
associations were organized in Oregon, 
Montana, Colorado, North Dakota, Ne 
braska, Kansas and Oklahoma. In 1922 
Texas joined the list. South Dakota and 
Minnesota formed strong associations in 
1923; and Indiana came along the next 
year. After working in two crops in a 
fairly large way, the associations in 
Washington, Oregon, Idaho and Montana 
gave up the ghost. The financial prob- 
lems of the members had not been taken 
care of and the farmers simply could not 
deliver the promised wheat at the end 
of the harvest season. 

Coming down more nearly to the pres- 
ent day, the movement took an interna- 
tional aspect in 1926, when, in February, 
the first international wheat pool con- 
ference was held at St. Paul. The fol- 
lowing year the second international con- 
ference was held at Kansas City, Mo., in 
May. So far as practical results have 
been announced there seems to have been 
none much worthwhile. 


Could National Branch Banking Be Properly Regulated ? 


By Roy L. BONE 


Executive Vice President, Central National Bank, Topeka, Kansas 


HILE the discussion of chain 
and branch banking has been 
going on, little, if anything, 


has been said by state or national bank 
supervisors about the problems which 
would naturally confront state and na- 
tional banking departments in the event 
branch banking should become nation- 
wide. 

Without commenting on the merits of 
either system, it has occurred to me that 
a word from one who has had some ex- 
perience as a supervisor of state banks, 
touching on the matter of proper exam- 
ination of group or chain banks, might 
be of some interest to those who are 
giving serious thought to the question. 


ie is not a difficult task for a corps of 
experienced bank examiners to make 
an examination of a bank, no matter 
how large that bank may be, and the 
result for the most part is satisfactory, 
but when it comes to examining a group 
or chain of banks, all of which are 
owned or controlled by the same inter- 
ests, a much different problem presents 
itself. 

Until proved otherwise, it mu t be 
assumed that all bankers or banking 
organizations are honest and conduct 
their business along proper lines. But 
at the same time the first duty of super- 
vising agencies is to the depositing pub- 
lic, and the examination of a bank or 


group of banks must be conducted in 
such a manner as to relieve the super- 
visor of any doubt as to the proper con- 
duct of the managing officers of the 
bank or banks under examination. Fur- 
thermore, the examination should be 
made in such a manner that at its com- 
pletion the supervisor would be con- 
vinced beyond doubt that the records 
reflected the true condition of the bank 
under examination, and that the busi- 
ness of each bank examined was being 
conducted in keeping with safe banking 
principles. 


N my judgment, this result can be 

obtained only by simultaneous exam- 
ination of all banks in the group or 
chain. It is true that the system of 
bookkeeping employed by group or chain 
banks is such that an examination of 
the parent bank should correctly reflect 
the condition of its branches, but should 
the supervising agency be satisfied with 
such an examination? 

I do not believe the depositing public 
would be satisfied with such an exam- 
ination, and I know I would not be satis- 
fied with it if I had to take the re- 
sponsibility for the examination. 

The largest group or chain of banks 
we had to deal with during my admin- 
istration of the Kansas Banking Depart- 
ment was a group of seven banks in 
southeastern Kansas owned and oper- 


ated by the same interests. These were 
all comparatively small banks, and we 
were able to examine them simultane- 
ously, but even at that it was difficult 
for us to keep up with the transactions 
passing between the various banks on 
account of the fact that the manage- 
ment was using questionable practices. 


HESE banks were located in a min- 

ing country, and the directing head 
of the group of banks not only oper- 
ated several mines himself but manu- 
factured mining machinery. He sold this 
machinery to miners, some of whom were 
not financially responsible, took their 
notes in payment, and shifted the notes 
from one bank to another. He also 
manipulated a large amount of his per- 
sonal paper through these banks, and 
even with the examination of each bank 
made on the same day, it was difficult 
for us to cope with the situation. The 
result was that all seven of these banks 
closed on the same day. 

The man who was responsible for the 
condition of these banks was _ prose- 
cuted, convicted and sentenced to the 
penitentiary. He is now out on bond 
pending an appeal to the Supreme Court. 

We had many similar experiences in 
other localities, but on a smaller scale, 
none of which proved as disastrous as 
the one just mentioned. 

(Continued on page 184) 
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Founded by... 
the Nations Founders 


FRANKLIN-—Thomas 
Jefferson—John Marshall; these were 
the founders of mutual insurance! 


Perhaps something of the sterling 
character of these illustrious men was 
breathed into mutual insurance, for 
mutual management is noted for con- 
servatism, and mutual corporations for 
stability, for paying losses promptly 
and fully, for rendering service ably 
and generously. 


In the field of life insurance, more 
than 90,000,000 policies issued by 
mutual companies of the United States 
give protection to their beneficiaries, 
to the extent of more than 65 billion 
dollars—this is more than three-quar- 
ters of all the life insurance written by 


1803 mutual fire insurance com- 
panies in the country have policies in 
force totaling 32 billion dollars. 


The twenty old line, legal reserve 
mutual casualty companies listed be- 
low have combined assets in excess of 
85 million dollars; are giving protec- 
tion to more than 500,000 policy- 
holders—and have returned to policy- 
holders in the form of dividends over 
MUTUAL PROTECTION IS AVAILABLE $ 100,000,000. 

a Ce A worth-while booklet on mutual 
casualty insurance will be sent on 


Accident and Health Liability (all forms) 
Automobile (all forms) late Glass 
Burglary and Theft Property Damage request. No solicitation will follow. 
Compensati Fidelity 

Address Mutual Insurance, Room 
2203, 180 North Michigan Avenue, 


Chicago, I ]linois. 


MUTUAL CASUALTY INSURANCE 


These Old Line Legal Reserve Companies Are Members of 


NaTIonaL AssociaTION oF Mutuat Casuatty Companiges and AMERICAN MuTuat ALLIANCE 


Allied Mutuals Liability Insurance Co., New York City; American Mutual Liability Insurance Co., Boston, Mass.; Builders Mutual Casualty Co., Madison, Wis.; Central Mutual 
Casualty Co., Kansas City, Mo.; Employers Mutual Casualty Co., Des Moines, Ia.; Employers Mutual Liability Insurance Co., Wausau, Wis.; Exchange Mutual Indemnity Insurance 
Co., Buffalo, N. Y.; Federal Mutual Liability Insurance Co., Boston, Mass.; Hardware Mutual Casualty Co., Stevens Point, W%is.; Interboro Mutual Indemnity Insurance Co., New York 
City; Jamestown Mutual Insurance Co., Jamestown, N. Y.; Liberty Mutual Insurance Co., Boston, Mass.; Lumbermens Mutual Casualty Co., Chicago, Ill.; (American) Lumbermens 
Mutual Casualty Co. of Illinois, New York City; Merchants Mutual Casualty Co., Buffalo, N. Y.; Michigan Mutual Liability Co., Detroit, Mich.; Mutual Casualty Insurance Co., 


New York City; Texas Employers Insurance Association, Dallas, Texas; U.S. Mutual Liability Insurance Co., Quincy, Mass.; Utica Mutual Insurance Co., Utica, N. 


When writing to advertisers please mention the American Bankers Association Journal 
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N A T O N AL B A N K 


Condensed Statement of Condition 


Bank of Italy 


NATIONAL vince ASSOCIATION 
Cc A Lt F O R N I A 


June 29, 1929 


RESOURCES 


First Mortgage Loans on Real Estate $218,690,026.39 
Other Loans and Discounts 192,320,380.29 $411,010,406.68 


United States Bonds and Certificates of Indebtedness 188,484,608.79 
State, County and Municipal Bonds 37,216,865.04 
Other Bonds and Securities 31,948,690.62 
Stock in Federal Reserve Bank 2,850,000.00 


260,500,164.45 
$ 29,926,018.35 
82,495,267.09 


TOTAL CASH AND DUE FROM BANKS 112,421,285.44 
Banking Premises, Furniture, Fixtures and Safe Deposit Vaults 

(291 Banking Offices in California) 28,339,321.49 
Other Real Estate Owned 2,660,826.87 
Customers’ Liability under Letters of Credit and Acceptances .. 28,561,262.29 
Customers’ Liability on Bills Purchased and Sold - 2,728,918.39 
Interest Earned on Bonds and Loans 4,953,673.98 
Other Resources 529,951.11 


$851,705,810.70 


{Savings $477,953,271.61 
DEPOSITS: Commercial 227,188,223.32 


$705,141,494.93 

Letters of Credit and Acceptances axe er 28,561,262.29 
Bills Sold with our Endorsement 2,728,918.39 
Circulation 6,000,000.00 
3,020,404.06 


745,452,079.67 
$ 50,000,000.00 
56,253,731.03 


106,253,731.03 
TOTAL LIABILITIES $851,705,810.70 


All charge-offs, expenses and interest payable to end of half-year have been deducted in above statement. 


Bankitaly Company of America 


(Affiliated with Bank of Italy National Trust and Savings Association) 


Invested Capital over 400 Million Dollars. 


Combined Capital Investment of both Institutions over 


HALF A BILLION DOLLARS 


NUMBER OF DEPOSITORS, 1,490,013 


When writing to advertisers please mention the American Bankers Association Journ! 


A 
TOTAL U.S. AND OTHER 
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Developing a Market for their Securities. 


Investment Trusts Entering 
Their Second Stage 


By CHARLES F. SPEARE 


A Phase of This is 


Listing on the Stock Exchange. Two Unusual Conditions 
Operating in Their Favor During the Last Year— Rising 
Market for Domestic Stocks and Continued High Call Rates. 


HE American investment trusts 

are now entering the second stage 

of their career—, that of develop- 

ing a market for their securities. 
A phase of this is the listing of their 
shares in the broad trading area provided 
by the New York Stock Exchange. 

Estimates of the capital represented in 
the investment trusts, and other forms 
of financial or trading corporations akin 
to them, range from $1,500,000,000 to 
$2,000,000,000. The larger figure is more 
apt to be correct than the smaller one 
for, in the first six months of this year, 
the aggregate of public offerings of 
securities of this group was $983,000,000. 
In its daily list of quotations the Wall 
Street Journal carries a table of “invest- 
ment company” prices which includes 225 
separate issues. This compares favor- 
ably in size with the groups of indus- 
trials, public utilities and rails that have 
had a recognized market for years. If, 
in addition to the 225 quotations given, 
there were added those of corporations 
that are in the twilight zone of respecta- 
bility the number would be materially 
increased, for there continues to be a 
steady growth of so-called “investment 
trusts” to satisfy the appetite of a por- 
tion of the public that always follows 
the current fad of the market place with- 
out inquiring too closely who are the 
sponsors of the one into which they have 
put their money or without searching 
for evidence of the type of securities 
held in its portfolio. 

Many investors will not buy securities 
on which there are no regular quotations, 
either those of the New York Stock Ex- 
change or of the New York Curb Mar- 
ket. Banks frequently will not accept 
as collateral stocks limited as to market 
by the appraisal of some _ interested 
dealer. It has been difficult to obtain 
satisfactory quotations for many of the 
investment trust issues. Bids and offers 
have been wide apart with the markets 
not well protected, and frequently, the 
bid a gesture on the part of the official 
sponsor and disappearing when actual 
stock is offered. 


Requirements for Listing 


Y listing their stocks in an official 
market the investment trusts expect 
to broaden the scope of their ownership 
and to facilitate new financing whenever 


this is required by an expansion in their 
investment field. The requirements 
exacted by the New York Stock Ex- 
change for listing are rigid. Frequently 
they run counter to the policies of the 
trust as they have with those of many 
industrial and public utility corporations 
that have never made application to enter 
their securities on the list of the “Big 
Board.” The main issue is that of mak- 
ing public the contents of the investment 
portfolio of the “trust.” This is required 
of those financial corporations that desire 
their stocks to be placed on the favored 
official sheet. Those that have so far 
been published give an interesting side 
light on recent investment tendencies, 
such as the preference for public utilities 
over rails. The argument against such 
exposure is that it has no value to the 
public since investment accounts are con- 
stantly changing or that it reveals to a 
competing company the direction in 
which profitable investments may be ef- 
fected. 

Other requirements of listing which 
have been adopted by the New York Ex- 
change after careful study of the peculiar 
nature of the “investment trusts” and in 
connection with representatives of vari- 
ous supervisory bodies are the following: 

A comprehensive and detailed state- 
ment of earnings and of surplus to be 
published within thirty days after the 
closing of each annual fiscal period. This 
shall show separately gross earnings 
from interest, dividends, profit on sale 
of securities and in syndicate participa- 
tions, and from miscellaneous sources. 

An equally comprehensive balance 
sheet, also to be published annually, and 
to include the aggregate cost of all 
securities owned, their aggregate cur- 
rent value, and the difference. 

In addition to listing with names and 
quantities holdings of the company 
there is a proviso that no more than an 
amount of 10 per cent of its aggregate 
capital and surplus, or 10 per cent of the 
cost of securities held, whichever may be 
less, may be covered under the head 
“Miscellaneous Securities” provided that 
such securities have not been held more 
than a year. 

Applicants for listing must agree 
not to pay any cash or stock divi- 
dends on common stock, when such 
dividends, plus any amount by which the 
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current value of the securities held shall 
be less than their cost, exceed the earned 
surplus and undivided profits. 


Good Year for Profit 


HE investment trusts have had two 

unusual conditions operating in their 
favor for the past year, namely a rising 
market for domestic stocks and an ab- 
normal level for call money rates. Out 
of the two they have realized profits 
greater than they are likely to take 
again in a similar period during the 
present generation. 

On the normal turnover of its invest- 
ments and including the return from in- 
terest and dividends the investment trust 
is expected to make about 10 or 12 per 
cent annually on its capital. Its func- 
tion is that of accumulating stocks or 
bonds in one country or another, as its 
investigations indicate that these have 
entered a “buying area,” and holding 
them until industrial, financial or politi- 
cal conditions recommend their resale, 
presumably at a profit. Such securities 
may be held in a portfolio for months or 
years as the cycle of change affecting 
them runs a swift or a slow course. 
Meanwhile, they may be carrying them- 
selves, that is earning sufficient to cover 
the cost of capital issued to buy them, 
or they may be non-income bearing. 


Trader Rather than Investor 


FEW of the investment trusts have 

held to this long time investment 
policy during the past two years. Most 
of them, however, have not been able to 
resist the recurring periods of paper 
profits and have cashed in these profits 
and immediately taken positions in other 
issues. Consequently, the character of 
the “investment trust” during the past 
twelve months especially has been that 
of a trader in stocks rather than an in- 
vestor in them. This accounts for the 
high percentage of earnings shown on 
the stocks of the reporting trusts for the 
March and June quarters. A comparison 
between earnings from income, that is on 
interest and dividends accrued, and that 
from profits taken on securities sold, is 
most significant. The amount of call 
loans in Wall Street for the account of 
the investment trusts is estimated at 

(Continued on page 187) 


The Changing Uses of Credit 


By CARL S. DAKAN 


Professor of Business Administration, University of Washington 


Changes in American Methods of Supplying Credit Considered 
More Significant than Shifts in Bank Ownership or Organiza- 
tion. Passing of Commercial Paper is Compelling Investment 
of Funds Formerly Used to Finance Liquid Short Term Loans. 


NEW era in commercial bank- 
ing is well under way. The ex- 
ternal evidence of the chang- 
ing order is the development 

of branch banking and the extension of 
affiliations through holding companies, 
community of interest and stock owner- 
ship. Another evidence of this chang- 
ing interest of the banks is the organ- 
ization of security companies affiliated 
with the banks in order to participate 
more freely in financing the capital re- 
quirements of the banks’ customers. 

The internal changes, though not so 
evident to the public, are quite as sig- 
nificant of the changing order in bank- 
ing. The period of industrial stability 
and easy money of the past few years 
has been accompanied by a decline in the 
relative importance of customers’ loans 
for short time purposes, and a marked 
increase in investments by the banks in 
long time securities. The development 
of the finance companies has injected 
a middle man between the banks and 
their former customers, the distributing 
agents. In the past the banks have par- 
ticipated in the prosperity of the finance 
companies through the extension of lib- 
eral lines of credit on short time notes, 
but the finance companies are rapidly 
becoming independent of the banks. 
These companies now find a ready mar- 
ket for their ten-year debenture notes 
and their common stocks; neither of 
which are sufficiently liquid to meet the 
bankers’ requirements. 


Easy Credit Emphasized 


HERE is nothing particularly dis- 

turbing about this change. It has 
been going on for some years with the 
apparent approval and cooperation of 
the banks. However, the development 
of the finance companies and their eager- 
ness to carry the receivables of any dis- 
tributor, with or without any financial 
responsibility on his part, has resulted 
in a tremendous increase retail 
credits. 

Installment credit expands into new 
fields, such as clothing, dentistry and 
jewelry. Here it applies with less justi- 
fication and with much less of a chance 
that the credit extended will be cared 
for as promptly as when extended for 
the purchase of commodities having a 
repossession value in excess of the un- 
paid balance. The marked success of 
this kind of credit in developing sales 
volume has resulted in competitive bid- 


Easy Credit 


N this article the author 

points out that con- 
sumer credit is used by 
merchants much the same 
way that advertising is 
used. Competitive bidding 
for customers by means of 
easy credit has been re- 
sponsible for the rise of 
finance companies whose 
independance of the banks 
has in turn resulted in the 
decline of commercial paper 
and of old time commercial 
banking. These are factors 
in banking less evident 
than the organization ques- 
tions which are now oc- 
cupying public interest. 


ding among merchants on the basis of 
easy credit terms. 

The merchant of the past generation 
emphasized the quality, style and price 
of his wares. The merchant of today em- 
phasizes the ease with which one may 
come into possession of commodities to 
satisfy even the passing fancy. The 
merchant who but yesterday was bor- 
rowing from his bank for the purpose 
of financing his inventories is today sell- 
ing his receivables, the most liquid of his 
assets, to a finance company and buying 
his merchandise without the assistance 
of the bank. 


The Urge for Numbers 


HE effect of this change is far 

reaching. First, the manufacturer, 
who receives cash from the distributor, 
no longer needs to borrow from the bank 
in order to carry the distributor. Second, 
the bank may carry a considerable line 
of credit for the finance company, but 
such paper is not eligible for discount 
at the Federal reserve banks. Third, 
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the banker loses contact with the re- 
tailer. 

Under a program where the merchant 
borrowed direct from the bank there was 
a close connection between the borrow- 
er’s resources or responsibility and the 
amount he could borrow. Under the 
present order his sales volume deter- 
mines the extent of his borrowings. 
Credits under such conditions may be 
less carefully extended. The right to 
have merchandise charged to one’s ac- 
count was once considered a privilege. 
Now the merchant urges upon the buy- 
ing public the use of credit because he 
has a contract with some finance com- 
pany to carry all his receivables. In 
passing upon an application for credit 
the merchant of yesterday attempted to 
determine the chances of the account be- 
ing paid with reasonable promptness; 
today the increase in sales volume is the 
big consideration. 

This urge to increase the number of 
credit customers is based upon the as- 
sumptions that credit buyers purchase 
in larger units; that they do not shop 
around, but rather concentrate their pur- 
chases where they have a charge ac- 
count. Where credit is extended only 
to well-established people with substan- 
tial income, they undoubtedly do buy in 
relatively large units, but it does not 
follow that when credit is granted to 
people of limited means they will buy 
in units as large as those of liberal in- 
comes. When the privilege of buying 
on credit was solicited by the buyer, and 
was considered a privilege, there no 
doubt was a tendency to concentrate 
purchases where the credit was estab- 
lished, but when the use of credit is 
urged upon the buyer by every merchant 
in town, there may exist quite as much 
shopping around as there would be if 
the buyer were obliged to pay cash. A 
detailed analysis of the present wide- 
spread interest in consumer credit as 
a means of developing volume would 
develop other fallacies. 


Merchants Borrow Less 


HE point to be noted, however, is 
that such credit is increasing rapid- 
ly, and that the banks are not being 
called upon to finance the resultant ac- 
counts receivable of the merchants. 
Credits, moreover, are extended on a 
different basis, and in the minds of many 
on a less secure basis than was former- 
(Continued on page 181) 
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THE SMOOTH SURFACE COLOR OF GILBERT 
SAFETY BOND IS PROTECTION AGAINST CHEM- 
ICAL OR MECHANICAL ERASURE. ITS PLAIN SUR- 
FACE IS ESPECIALLY ADAPTED TO “RECORDAK"” 
REPRODUCTION. THE RAG CONTENT ASSURESA 
TOUGHER AND MORE FLEXIBLE CHECK THAN 
WOOD FIBRE CONTENT. GILBERT PAPER COM- 
PANY, MENASHA, WISCONSIN, WILL MAIL YOU 
SAMPLE BOOK OF THIS MODERN “SAFEST OF 18 | 3) 


SAFETY” PAPERS IMMEDIATELY UPON REQUEST 


GILB 


SAFE 


BON 
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The Chemical Na: 
tional Bank of New 
York, known the 
world over, uses GF 
Allsteel Equipment 
in its banking houses, 


A Proven Bank Equipment Service 


ANK equipment serves two 
purposes — it facilitates 

the handling of business, and 
it impresses customers with the 
bank’s stability and position. 


Some recent examples ofmonu- 
mental bank architecture indi- 
cate that progressive bankers 
regard impressiveness quite 
as important as utility. 


GF maintains a special depart- 
ment to work with architects 
and building committees, and 
assume full responsibility of 
interior furnishing — desks, 


counters, safes, files, cabinets 
and shelving of GF Allsteel. 


Fabricated of enduring steel 
this equipment is durably 
finished to harmonize with the 


banking rooms. And it is de- 
signed by men who have a real 
understanding ofa bank’s work, 
and the utilities and conve- 
niences that contribute most to 
its smoother, quicker handling. 
Bankers are invited to consult 


with this department freely. 
There is no obligation. 


“Serves and Survives” 


"88 ATTACH THIS COUPON TO YOUR FIRM LETTERHEADeea 
THE GENERAL FIREPROOFING CO. 


THE GENERAL FIREPROOFING CO. 


Youngstown, Ohio —_— 


Canadian Plant, Toronto 


BRANCHES AND DEALERS IN ALL PRINCIPAL CITIES 


Sectional Files, Document Files, Filing Supplies, 


{ The GF Allsteel Line: Desks, Tables, Filing pote, p 


Transfer Cases, Safes, Storage Cabinets, Shelving 


Youngstown, Ohio 


Please send me a copy of the GF Allsteel Catalog 
and information about your special bank equipment. 


When writing to advertisers please mention the American Bankers Association Journal 
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The Call Loan’s Place in a Bank’s 


Secondary Reserve 


By HENRY H. MCKEE 


President, National Capital Bank, Washington, D. C. 


Judicial Appraisal of Present Situation Cannot Justify as a 
Permanent, Sound Economic Principle Its Acceptance. 


Bank 


Credit Fulfills Its Highest Destiny as a Constructive Force 


URING the past eight years 


five thousand banks in the 
United States have failed. 
Although new banks have 


been brought into existence during that 
period the total number of banking units 
today is 26,000, whereas in 1921 they 
numbered 30,000. A decrease in the 
number of banks is desirable if the num- 
ber can be reached through consolida- 
tions which result in larger and stronger 
units. But, the closing of banks through 
failure to pay their debts is a matter of 
deep concern to the communities in 
which the failed banks are located and 
to all of those who are engaged in busi- 
ness. Bank failures do not inspire 
confidence. 

When a bank offers its facilities, it 
appeals first to the confidence of the com- 
munity and then to its good-will. 
Confidence is the basis of all modern 
business. Enlightened selfishness, the 
main spring of human action, especially 
in the domain of business, does not lead 
one to turn over his property to another 
unless he believes he can recover it or 
its equivalent for his own use when he 
needs it. Thus, belief in the ability of 
a bank to return on demand to its 
owners the deposits left in the bank is 
the basis of the bank’s relation with the 
public. 


All Bankers Affected 


ie a large number of banks fail to 
redeem their obligations, the cause is 
a matter of deep interest to all bankers 
because it is, to some extent, a reflection 
upon the system of which they are a 
part. In respect to fundamental princi- 
ples all banks, whether they be large or 
small, require the same kind of manage- 
ment to be successful and all are subject 
to the same economic laws. The banking 
public seems to have sensed this truth, 
perhaps because standards of banking 
practice have been established by law, 
and individual banks are regarded simply 
as units in a firmly established system 
that is the outgrowth of the favorable 
experience of mankind and the result of 
careful thought and study by men who 
are familiar with the principles of finan- 
cial management. 

This attitude of the banking public 
imposes an obligation upon the bankers 


Only When Its Use Adds to the Sum Total of Wealth. 


A Soundness Test 


Te use banking credit to 
accelerate the process 
of bringing into present 
use the future hypothetical 
value of a property inter- 
est in the tools of produc- 


tion is not constructive 
work and does not add one 
cent to the total of material 
wealth. To use banking 
credit to create and renew 
the tools of production is 
constructive and helps to 
produce wealth. These are 
facts the banker must con- 
sider if he is intent upon 
building a sound, safe 
secondary reserve. 


as a class. They cannot point with 
pride to their individual achievements 
without, at the same time, making every 
reasonable effort to place the business of 
banking as a whole upon a firm basis, 
and through study, educational work, 
and cooperation remove bank failures 
from the news of the day. That such an 
effort is being made now by prominent 
bankers is evidenced by frequent dis- 
cussions of problems of bank manage- 
ment. 

Although all bank failures cannot be 
traced directly to bad management, as 
occasionally some are the result of eco- 
nomic conditions beyond the banker’s 
control, nevertheless, intelligent manage- 
ment will go a long way toward reduc- 
ing their number. In this connection it 
might be helpful to use the term “intel- 
ligent banking policy” as well as 
“intelligent management” because the 
work of a bank is divided into three 
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parts: First, the establishment by the 
directors of a definite policy for the oper- 
ation of the bank; second, the manage- 
ment which is carried on by the officers 
within the limitations of the established 
policy; third, the detail work which is 
carried on by the junior officers and 
clerks. While all three of these major 
divisions of the work of a bank are im- 
portant, the most important is the 
establishment and maintenance of an in- 
telligent banking policy that will tend 
to make the bank a strong and efficient 
unit in the system of which it is an 
important part, regardless of its size. 


The Philosophy of Banking 


HE mechanical work of a bank has 

been brought to a high degree of ef- 
ficiency through labor-saving devices and 
improved methods of accounting. The 
managerial work is generally efficiently 
carried on through departmental organi- 
zation and a division of responsibility 
among senior and junior officers. But, 
it is a debatable question whether all of 
those who are charged with the estab- 
lishment and maintenance of an intelli- 
gent banking policy have given sufficient 
attention to what may be termed “the 
philosophy of banking” to enable them 
to discharge their obligations fully. 

“Philosophy” may seem to be a strange 
word to use in connection with the pro- 
saic business of receiving deposits and 
lending money. In plain words it means, 
when applied to banking, “the principles 
of systematized knowledge of the busi- 
ness of banking derived from human ex- 
perience.” Some of these principles 
govern the purely domestic relations of 
a bank with its customers; others govern 
the inter-relationship of banks as mem- 
bers of one great system; others govern 
the relationship of the system as a whole 
to the productive and_ distributive 
process, otherwise frequently referred to 
as industry and commerce. 

Many of these principles, having been 
tested and found to be sound, have been 
incorporated in statutory law and they 
form the basis of the high standard of 
banking practice established by the Fed- 
eral government and by many of the 
states. But, not all of the sound princi- 
ples discovered in the conduct of success- 
ful banking can be incorporated in statu- 
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tory laws for many reasons. Thus, the 
law regulating banking is not a complete 
guide to the successful conduct of that 
business and a strict observance of statu- 
tory provisions will not always save a 
bank that has been weakened by the non- 
observance of vital principles, which, 
though they are not expressed in law, 
are founded on prudence and common 
sense. 

If the practice of banking in this coun- 
try were not controlled by statutes 
enacted by the Federal government and 
the several states, the law of natural 
selection would eliminate the weak and 
unfit banks and in the course of time the 
business of banking would get into the 
hands of comparatively few strong, able 
men who would conduct their banks ac- 
cording to the principles of systematized 
knowledge of the business and bank 
failures would be infrequent. But under 
our system of government such a thing 
would be impossible. We are not dis- 
posed to place obstacles in the way of 
those who desire to enter the banking 
business if there is a reasonable assur- 
ance that they will be successful. 


The Law’s Intent 


7s intent of the law is to keep the 
door of opportunity open and at 
the same time see that those who engage 
in the business are fit to carry it on and 
that the public is protected in its bank- 
ing relations. If they invest a reason- 
able amount of their own capital, if they 
are men of good character, if they have 
a fair capacity for carrying on the 
business, they can get a charter from the 
Federal government or from any one of 
the states. The sovereign power, how- 
ever, establishes the standards of prac- 
tice instead of leaving such standards to 
be established by the individual. But, 
it must be remembered always that no 
matter how high the standard thus es- 
tablished may be, there are always prin- 
ciples not included in the law that must 
be observed if the bank is to be suc- 
cessful. 

Under our system of deposit banking 
a bank is debtor for the amount of its 
demand deposits. It must keep in condi- 
tion to meet without hesitation at all 
times any demands that are made for 
the payment of its debts. The fund that 
is kept for that purpose is the reserve, 
the amount of which is fixed by law and 
when it falls below the required percent- 
age it must be replenished. The re- 
mainder of the funds held by the bank, 
including its capital and surplus, may be 
used in any way the directors and offi- 
cers see fit to use it without any legal 
restrictions except as to the amount that 
may be loaned to one borrower, the 
amount of securities issued by one cor- 
poration that may be bought and the 
percentage of the value of property that 
may be loaned upon real estate security. 
The use to which this working fund is 
put indicates whether the banker is pru- 
dent or careless, conservative or reck- 
less, skilled in the proper use of credit 
or ignorant of credit principles. The 
banker may elect to keep all of his work- 
ing funds in his own vault, but if he did 
he would not make any money. He may 


keep them on deposit with other banks. 
He may invest them in securities or lend 
them to borrowers to be used for various 
purposes. When he lets them out of 
his possession to be used by others he 
does so for the purpose of making a 
profit out of which to pay expenses and 
dividends and create a surplus fund to 
meet losses and contingencies. 


The Urge to Make Money 


ANKS are not charitable institutions. 

They are organized to make money 
for their stockholders. It is the urge to 
make a good showing, pay big dividends, 
and have the bank pointed out as a good 
money-maker that creates unwise com- 
petition, often carries the banker beyond 
the limits of prudence and common 
sense and brings into existence many of 
the perplexing banking problems that 
confront us today. Although statutory 
law does not so provide, experience has 
taught us that in the establishment of 
a banking policy it is prudent.to provide 
for the creation of a strong and adequate 
secondary reserve to supplement the pri- 
mary liquid reserve to the end that a 
bank shall be in a position to meet with- 
out strain all demands for the payment 
of its debts. 

A primary liquid reserve includes the 
legal reserve required by law, cash car- 
ried in the bank’s vault and funds on 
deposit with other banks that can be 
recovered on demand. 

A secondary reserve may be defined 
as “earning assets” that can be collected, 
sold, or used as collateral, to obtain with- 
out delay the cash necessary to meet 
withdrawal of funds and to keep the 
bank’s legal reserve up to the percentage 
required by law. 

It is a matter of record that if many 
of the 5000 banks which failed during 
the past eight years had maintained 
adequate secondary reserves they prob- 
ably would have been able to weather 
the unfortunate conditions which forced 
them into liquidation. Therefore, with 
this lesson before us, is not the creation 
of a secondary reserve a wise policy for 
all banks regardless of their size? 

The amount and character of a sec- 
ondary reserve cannot be standardized. 
They depend upon the size of the bank, 
the character of its business, its rela- 
tionship to other banks and the economic 
condition of the community it serves. 


Substitutes for Liquid Funds 


l* the working funds of a bank are 


used to purchase short-time, self- 
liquidating obligations of merchants of 
undoubted worth, obligations created by 
the production and sale of the necessi- 
ties of life, otherwise called staple com- 
modities, a bank will need very little 
liquid funds’ in addition to its primary 
reserve. It will have in its portfolio 
prime commercial paper that can be sold 
or used as collateral to get funds to re- 
store its primary reserve, and as such 
paper is paid in full at maturity its 
earning assets will be turned into liquid 
funds rapidly. When deposits begin to 
decline it can meet that condition by 
refusing to purchase any more paper 


until its reserve is restored and its de- 
posits begin to increase. 

If the working funds of a bank are 
used to make capital loans and unse- 
cured personal loans that have to be car- 
ried and renewed for an indefinite time, 
or renewed upon the payment of small 
curtails, thus making the bank a silent 
and unwilling partner in several busi- 
ness enterprises, the working funds are 
frozen. While the bank may be nomi- 
nally in the banking business, it is really 
engaged in several other lines of busi- 
ness by reason of its capital loans. If 
deposits drop and the primary reserve 
becomes depleted the officers and direc- 
tors have many anxious moments unless 
their worth and reputation enable them 
to get assistance from the outside to 
meet their obligations. 

The two cases cited are extreme exam- 
ples of banking practice. The first one 
is the true bank of circulation and dis- 
count, so-called because it helps pro- 
ducers and merchants to circulate their 
goods among the people by discounting 
bills of exchange arising from the sale 
and transfer of necessities, thus bringing 
into present and immediate use the fu- 
ture or potential value of goods pro- 
duced. We call such banks “commercial 
banks” because they are the reliance of 
industry and commerce and their opera- 
tion accelerates the process of produc- 
tion and distribution. 


The Country Bank 


i ten second type of bank referred to 
is found in many small towns and 
villages, particularly in agricultural 
communities, although cities and towns 
in industrial sections have some of them 
struggling to meet the competition of 
their stronger and better managed 
neighbors. The reason for their exist- 
ence appears to be two-fold. First, there 
is the desire of a strong and self-reliant 
group engaged in the production of 
staple products who make a living from 
the soil and those engaged in small in- 
dividual business enterprises to create 
and manage for themselves the financial 
institutions on which they rely for 
credit. The chief difficulty that con- 
fronts such banks is the lack of oppor- 
tunity for diversifying their loans. 
Their funds are tied up in loans to men 
who are engaged in one line of industry 
which may be seriously affected by mar- 
ket conditions. Second, there is the de- 
sire of some successful business man to 
pose as a financial genius and end his 
successful business career as a banker. 
This statement is not intended, and it 
should not be construed, as a reflection 
on the character and ability of hundreds 
of able and successful men who have 
been called from the business world to 
head banks because they have the confi- 
dence and respect of the community. In 
such cases the office seeks the man who 
is best fitted to fill it. The type referred 
to is represented by the man who takes 
the lead in organizing a bank in order 
that he may create a job for himself or 
use the bank’s funds to further his own 
or his friends’ business ventures. 
(Continued on page 177) 
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ELEVATOR 
ENTRANCES 


by 
DAHLSTROM 


The distinguished list of those who have chosen Elevator Entrances by 
Dahistrom includes many banking institutions governed by no consid- 
eration save that of QUALITY. It is highly significant that these are 
among the most enthusiastic advocates of Dahistrom equipment. For 
the banker realizes that reputation is a great factor when investment 
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is considered. Dahistrom’s twenty-five years 
of achievement in hollow metal construction 
have withstood all tests. Little wonder then, 
that Dahistrom is recognized as the leader 
of the industry it has pioneered so successfully. 


In the Northern Life Tower, Seattle, Washington, the Elevator 
Entrances are by Dahistrom. Architect: A. H. Albertson & Assoc., 
Seattle. Contractor: Sound Construction & Eng. Co., Seattle. 


“No building is more fireproof than its doors and trim” 


DAHLSTROM METALLIC DOOR CO. 
413 BUFFALO STREET (Est. 1904) JAMESTOWN, N. Y. 


New York Chicago Los Angeles Detroit Dallas 
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Keep Your Customers’ 4 | 
GOOD WILL 


MAGINE how you would feel if you walked 
up to the teller’s window in a bank and 
asked to have a check cashed and the teller 

had to telephone to the bookkeeper to ask the 
size of your balance. 


Wouldn’t it be a little embarrassing—especially 
if there were other customers waiting, several 
of them probably your personal friends? 


But you can’t blame the teller. He can’t be ex- 
pected to know all about the size of all his 
customers’ accounts—and many thousands of 
dollars are lost to banks every year by careless 
cashing of customers’ checks. 


The stock-in-trade of your bank is its good 
will. Your bank invests a great deal of money 
and all of the time of all its employees to 
establish just that one thing. 


You cannot afford to jeopardize that invest- 
ment by irritating your customers with an 
antiquated method of _ teller-bookkeeper 


communication! 


VER 1,000 banking institutions are now 
O using Telautograph service for various 
types of inter-department communica- 

tion. Some have 2 stations, some 100. Ata 
cost of but 28c per day per station, you can 
enjoy the same quiet, accurate, secret, IN- 


STANTANEOUS service they do. 


We do not sell the machines. We lease them. 
This relieves you of all repair charges. When 
the instruments grow old (as all machines will), 
we replace them free of charge. 


Even if Telautograph cost ten times as much, 
you shouldn’t be without it. At only 56c per 
day you will save one teller and bookkeeper a 
great deal of time, eliminate many costly errors, 
keep the lobby line moving, and KEEP YOUR 
CUSTOMERS’ GOOD WILL! 


_Write for our free book, “They Shall Not 


Pass,” containing plans of systems in 65 insti- 
tutions written by the executives of those con- 
cerns. It tells the complete Telautograph story 
and tells in addition much that all good 
bankers should know. The coupon below will 
bring it to you free of charge. 


Telautograph Corporation, 16 W. 61st St., New York City 
SERVING BANKS SINCE 1902 


Paying Teller WRITING to the Book- 
keeper for Depositor’s Balance 


TELAUTOGRAPH CORPORATION 
16 WEST ST. 
NEW YORK, N. Y. 


GENTLEMEN: 
CWE WANT YOUR FREE BOOK. 


YOUR MAN IF YOU WISH. 
(Check one or both) 
DATE.. 
NAME 


ADDRESS 
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Livestock’s Contribution to 


Prosperity 


By C. B. SHERMAN 


This Industry’s Prosperity Has Been the Big Feature of the 


Agricultural Situation. 
for Peace Time. 


Cattle Prices Reached a New High 
Sheep Growers Shared in the Boom and 


Hog Conditions Are Improving With the Outlook Bright. 


ROSPERITY in the livestock in- 

dustry has been the outstanding 

feature of the agricultural situ- 

ation during the last year. Cattle 
prices reached the highest average level 
ever recorded in peace time and the 
industry as a whole recorded one of the 
best years of its history. 

The success of the year stands out in 
high relief because of the deep and long 
depression through which the livestock 
industry had so recently passed. Dur- 
ing six years following the World War, 
the cattlemen had been forced to 
liquidate their herds to such an extent 
that the number of cattle in the country 
was reduced by 15,500,000 head, or by 
nearly one-fourth. Now, with our cattle 
numbering about the same as in 1913, 
we have 23,000,000 more consumers. 


Variation in Improvement 


ee branches of the industry shared 
\ in the great improvement of the 
last year but all branches did not fare 
equally well. Beef cattle constituted one 
of the most successful branches. The 
situation in the sheep industry was 
somewhat better than the year before, 
and was one of the most profitable years 
on record. The conditions in the hog 
industry were relatively unsatisfactory, 
but indicated that the bottom of a long 
decline had been reached and that prices 
had started upon a new cycle. Taking 
the industry as a whole, the unsatisfac- 
tory conditions in the hog phase of the 
industry were more than offset by the 
favorable conditions in the cattle indus- 
try, for while conditions in the hog in- 
dustry were slightly below average, con- 
ditions in the sheep and cattle industries 
were considerably above. 

Prosperity was brought to the live- 
stock industry through readjustments in 
production, whereby producers reduced 
their breeding herds and disposed of 
burdensome surpluses, according to re- 
cent reports of the United States De- 
partment of Agriculture. This read- 
justment was completed in the sheep 
industry in about 1922. Market sup- 
plies of cattle were reduced sufficiently 
by 1927 to cause a material rise in the 
general level of cattle prices. As the 


production cycle of hogs is of much 
shorter duration than that of cattle and 


Cheering 
Prospects 


HE livestock industry 

has thrived as a result 
of readjustments in pro- 
duction, growers reducing 
their breeding herds and 
disposing of burdensome 
surpluses. Price levels for 
cattle, sheep and hogs are 
determined chiefly by de- 
creases or increases in the 
market supply, rather than 
by material changes in de- 
mand conditions. The cat- 
tle grower is in a strategic 
position with the outlook 
reasonably favorable for 
several years. The sheep 
grower also is promised a 
long prosperous period. 
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sheep, the hog industry has experienced 
two periods of surplus production and 
low prices and one period of small sup- 
plies and high prices within the last 
six years. It has now entered its second 
period of reduced production and has 
begun an upward swing of prices which, 
the department says, assures hog pro- 
ducers a generally encouraging outlook. 


Cattle in High Price Cycle 


6 em cattle industry has a definite cy- 
cle averaging from fourteen to six- 
teen years, according to the Department 
of Agriculture. Apparently it is now 
near the low point of the production cy- 
cle and the high point of the price cycle. 
Points similar to this occurred in 1912 
and 1898. Three to four years are needed 
to increase beef supplies through re- 
stocking and herd expansion. Since 
the population of the country is increas- 
ing at the rate of more than 1,500,000 
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annually, the general outlook for the 
cattle industry is regarded as exceed- 
ingly favorable. From the standpoint 
of purchasing power, cattle are at the 
highest point on record. Margins on 
cattle feeding last year exceeded all ex- 
pectations, and the demand for range 
cattle was never better. 

Relatively high beef prices are world- 
wide, say official reports. Low output, 
high prices and a reduced volume of 
international trade are the outstanding 
features of the cattle and beef industry 
in most of the important exporting 
countries. 

Records of the last twenty-eight years 
in the department show that under 
normal business conditions the pros- 
perity of cattlemen varies inversely with 
the per capita supply of beef available 
for consumption. A yearly supply in 
excess of sixty-one pounds per person 
tends to depress cattle prices enough to 
force liquidation. On the other hand, if 
a per capita supply is maintained at 
or below that amount it will tend to 
maintain prices at a level profitable to 
the industry. During the year just past, 
the per capita supply was around fifty- 
two pounds. This is the smallest per 
capita supply on record. 

Although prices for commodities pur- 
chased by farmers were slightly higher 
in 1928 than the year before, this in- 
crease was offset by the higher general 
level of livestock prices. The purchas- 
ing power of livestock was not only con- 
siderably higher than in the year previ- 
ous, but was the highest since war times. 
Industrial conditions during the year 
averaged generally favorable for a good 
demand for meats. From the relatively 
low level at the beginning of the year, 
conditions gradually improved until they 
reached a very favorable stage. The 
regular increase in population accounted 
for some of the improvement in total 
demand over the preceding year, accord- 
ing to livestock economists, but they 
point out that although improved con- 
sumer demand apparently helped to ad- 
vance livestock prices somewhat, price 
levels for each kind of livestock were 
determined chiefly by decreases or in- 
creases in the market supply, rather 
than by any material change in demand 
conditions. 

(Continued on page 192) 
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Definition: The term concrete 
masonry is applied to block, brick 
or tile building units molded 
from concrete, and laid by 
masons into a wall. The con- 
crete is made by mixing port- 
land cement with water and 
other suitable materials such as 
sand, pebbles, crushed stone, 
cinders, burned shale or slag. 


The picture above shows 
the cinder concrete masonry 
partition walls, and con- 
crete floors, for the kitchen 
and pantry in the home 
of W. T. Crawford, North 
East, (suburb of Erie) 
Penna. The lower picture 
shows the same walls com- 
pleted. Cody and Kirby, 


Architects, Erie, Penna. 
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55th Annual Convention 
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Sept. 30 to Oct. 3, 1929 
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ome Building is 


oncrete Masonr 


Home of W. W. Porch, 
River Oaks, Houston, 
Texas. Charles W. Oliver, 
Architect. Concrete ma- 
sonry construction, with 
white portland cement 
stucco exterior. 


OPULAR sentiment has long 

demanded firesafety in schools, 
hotels, apartments and public build- 
ings. Surely it is of equal importance 
that your home be as nearly firesafe as 
you can make it. 


Concrete masonry construction is find- 
ing universal favor with home builders 
and architects—for it provides not 
only firesafety, but enduring beauty 


and economy as well. 


Many delightful exterior effects may 


be attained with concrete masonry. 


ASSOCIATION Chicago 


Facings of portland cement stucco, brick 
or stone are widely used. Exposed 
masonry surfaces, too, are suitable for 


many architectural treatments. 


There is genuine economy in building 
ahome with exterior and partition walls, 
and floors, of concrete. Added durability 
and lower maintenance expense more 


than offset the slight extra first cost. 


Before you build a home of any size, 
learn the facts about modern concrete ma- 
sonry construction. A request will bring 
you attractively illustrated booklets. 


e-AND FIRES AFETY 
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NEW ISSUE 


$15,000,000 
COMMERCIAL CREDIT COMPANY 


$3 Class A Convertible Stock, Series A 
($50 par value) 


The $3 Class A Convertible Stock, Series A, ($50 par value) is preferred over the Common Stock, both as to assets and dividends; 
is entitled to cumulative dividends from date of issue, when declared, at the rate of $3 per share per annum, payable quarterly 
on the last days of September, December, March and June; and is redeemable, in whole or in part by lot, on any quarterly dividend 
date on 30 days’ notice, at $52.50 per share prior to January 1, 1931, and at $55 per share thereafter, plus accrued dividends in all cases. 


The $3 Class A Convertible Stock, Series A, is convertible share for share at any time into the Common 
Stock of the Company upon the payment of $5 per share. Provision will be made for the protection of the 
conversion privilege in the event of the issue of additional shares of Common Stock either as stock divi- 
dends in excess of 6% per annum or under certain conditions at a price less than the conversion rate. If 
the $3 Class A Convertible Stock, Series A, is called for redemption, the conversion privilege may be 
exercised as above at any time up to and including the date set for redemption. 


Transfer Agents: Registrars: 


Central Hanover Bank and Trust Company, New York The Chase National Bank of the City of New York 
Safe Deposit & Trust Company of Baltimore Baltimore Trust Company, Baltimore 


The letter of Mr. A. E. Duncan, Chairman of the Board of Commercial Credit Company, copy of 
which may be had on request, has been summarized by him in part as follows: 


COMPANY AND BUSINESS: The Company, organized under the Laws of Delaware in June, 1912, isa 
pioneer in the highly specialized form of commercial banking which facilitates the distribution of various 
articles of merchandise sold on credit, through the purchase of receivables created thereby. Its business 
is very widely diversified both as to the receivables purchased and as to the articles which are financed 
largely on the installment payment plan, such as automobiles, time and labor saving machinery, refrig- 
erators, etc., and also as to the many thousands of individual purchasers, most of whom owe only 
moderate amounts. In addition to its headquarters in Baltimore, the Company and its subsidiaries 
maintain offices in 173 cities in the United States and Canada with representatives in 271 other localities 
here and abroad. Through Kemsley, Millbourn & Co., Ltd., a large export and foreign finance business is 
conducted. 

The Company owns all of the common shares of Commercial Credit Corporation, New York and 
Montreal; Commercial Credit Trust, Chicago; Commercial Credit Co.,; Inc., New Orleans; and 96.19% 
of the capital stock of Kemsley, Millbourn & Co., Ltd. (export), New York. It also owns 10% of the 
capital stock of, and operates on a fce basis, the Aviation Credit Corporation, New York, an affiliation 
of the Curtiss-Wright and other aviation interests. 

The Company enjoys exclusive contracts with many leading manufacturers through which it assists 
them in the distribution of their products by extending credit to their distributors and dealers. Among 
the products so financed are Chrysler, Dodge Bros., De Soto, Willys-Knight, Whippet, Stearns-Knight, 
Peerless, and other motor vehicles; Crosley, Edison, and FADA radios; Certainteed-Products; Oil-O- 
Matic, May and other oil burners; Copeland and Seegar Refrigerators; Cris-Craft and other speed boats; 
Diesel engines, washing machines, store equipment, machinery, etc. The Company also does a large 
business with dealers in other lines. 


CAPITALIZATION: The Consolidated Capitalization of the Company and subsidiaries, as of May 31, 


1929, after giving effect to this financing, is as follows: 
Authorized Outstanding 
Subsidiaries’ Preferred Stocks, 8% (par value $25). $ 3,000,000 $ 3,000,000 
Minority Interest in Subsidiary’s Common Stock (14,046 shs.—no par value) 159,317 
614% First Preferred Stock (par value $100) 12,000,000 8,000,000 
7% First Preferred Stock (par value $25) . : 4,000,000 4,000,000 
8% Class “B” Preferred Stock (par value $25) 4,000,000 4,000,000 

Class A Convertible Stock, (par value $50) cumulative preference... . -50,000,000 
7 $3 Series A (this issue) 15,000,000 
Common Stock (no par value) .. : 3,000,000 shs.* 1,037,052 shs, 


* Including 34,232 shares reserved for the exercise of outstanding warrants originally attached to the 6'9°) First Preferred Stock. 

In addition, there will be outstanding Collateral Trust Notes of $4,167,000, 6% due 1934; $4,339,500, 
5%% due 1935; and $1,932,700 short term; also $8,612,247 secured, and $77,985,500 unsecured short 
term notes. 

EARNINGS: The Company has never failed to show a profit in each of its 17 years of existence. The net 
income in 1928 was 13.62% on the average invested capital employed during the period. 

Consolidated Net Income for the 12 months ended June 30, 1929 (June estimated), adjusted to give 
effect to the savings of interest paid at 6% per annum, less Federal Taxes, amounting to approximately 
$1,036,790, resulting from the utilization of the proceeds of 258,365 shares of Common Stock issued in 
February, 1929 and from.this issue of Class A Convertible Stock, Series A, would be equal to approxi- 
mately $6,375,730, or over 2.8 times the combined annual dividend requirements on all Preferred 
Stocks including the entire amount of the Class A Convertible Stock, Series A, to be outstanding upon 
completion of present financing. 


PURPOSE OF ISSUE: The proceeds of this issue will be used in the first instance to retire a like 
amount of short term bank loans, thereby effecting a saving of interest thereon, and will later provide 
additional working capital and credit facilities for the expanding business of the Company. 


EQUITY: Based on current quotations on the New York Stock Exchange, the Common Stock of the 
Company represents an indicated market equity junior to the $3 Class A Convertible Stock, Series A, 
of more than $52,000,000. 


The Company has agreed to apply for the listing of this stock on the New York Stock Exchange 


This stock is offered for delivery when, as and if issued and accepted by us and subject to the approval of counsel. 
It is expected that temporary stock certificates will be available for delivery on or about July 17, 1929. 


Price $50 per share, yielding 6% 


Kidder, Peabody &Co. The Harris Forbes Corporation 

Hayden, Stone & Co. Haligarten &Co. 

Robert Garrett & Sons Spencer Trask & Co. 
Dominick & Dominick 


We do not guarantee the statements and figures presented herein, but they aretaken from sources which we believe to be reliable. 
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Call Money’s Affect on Business 


By R. E. BADGER 


Vice President, Union Trust Company, Detroit, Mich. 


Call Loans Are Liquid Only if the Banks Are Willing to Cause 


a Decline in Security Values. 


A Credit Stringency Has 


Been Created By Too Liberal Advances to Brokers and 
Money Will Remain Dear Until There is Sharp Liquidation. 


HE call money market as we 
know it developed under the old 
national banking system. Under 
that system there was a distinct 
tendency for banking reserves to concen- 
trate in New York. This situation was 
caused in part by the reserve require- 
ments of the different classes of national 
banks. Country banks might deposit 
two-fifths of their reserves in approved 
reserve city banks, while reserve city 
banks might deposit 50 per cent of their 
legal reserves in approved central re- 
serve city banks. The practice of New 
York banks in paying interest on de- 
posits and the financial importance of 
the city served resulted in a concentra- 
tion of banking reserves at that point. 
The practice of paying interest on 
bankers’ deposits, followed by some of 
the larger New York banks, had two 
unfortunate tendencies. It undoubtedly 
encouraged more funds to be sent to New 
York than otherwise would be. But 
more important, the interest paying 
banks naturally sought profitable em- 
ployment for the idle funds at their dis- 
posal. 


An Outlet for Funds 


6 Bev most logical channel for the em- 
ployment of such funds in the ab- 
sence of an acceptance market, was in 
the call money market. Loans made 
here were for the briefest possible 
period, namely one day, and adequate 
collateral was pledged to secure repay- 
ment of the loan. 

From the standpoint of an individual 
bank, call loans appeared to be an ideal 
investment. And each bank, operating 
independently, sought to employ a sub- 
stantial portion of its available funds 
in this market. Thus when funds were 
plentiful call rates dropped to very low 
figures. Competition among lenders was 
strong. The borrowing of funds for 
stock speculation was encouraged. 

The danger in the situation lay in 
the fact that central reserve banks uti- 
lized their excess reserves too effectively. 
Little margin was left to provide for 
emergencies. Acting as depositories for 
bankers’ balances the New York banks 
were subject to sudden demands from 
their interior correspondents. It was 


natural at such times for the New York 
banks to attempt the withdrawal of 
funds from the call money market. 

It seems highly important to consider 
the behavior of the call money mar- 


The Last Resort 


H2” high rates on se- 
curity loans react upon 
commercial credit is 
plained here through the 
fact that banks utilize their 
own resources for finan- 
cing of the former type but 
resort to the reserve banks 
for funds to meet the needs 
of the latter. Hence in- 
creases in rediscount rates 
are felt directly by busi- 
ness. A contracting of 
brokers’ loans is called for 
as a condition precedent to 
lowering the cost of money 
to commerce and industry. 
This is believed to be pos- 
sible of accomplishment. 


ket under conditions where a substan- 
tial number of lenders were required to 
act in concert in reducing such loans. 
Can it be said that call loans under such 
conditions were liquid? Undoubtedly 
such loans were liquid in one sense of 
the word, general contraction could be 
forced, but when forced it meant severe 
declines in security prices, a situation 
that injured both the banks’ customers 
and the banks themselves. That is, a 
call loan is probably the most liquid of 
all investments from the standpoint of 
any one individual lender. But from the 
standpoint of a banking system, all the 
members of which are likely to act in 
concert in increasing or contracting 
loans, call loans are liquid only if the 
banks are willing to cause a more or less 
drastic decline in security values. 

In fact, the same characteristics ap- 
ply to loans secured by stocks and bonds 
and made to borrowers who purchase 
such securities. Such loans are not 
based on current business operations 
and do not in the normal course of af- 
fairs liquidate themselves. This state- 
ment applies to the aggregate of loans 
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and not to an individual loan. If one 
bank calls a specific loan, either a call 
loan or a collaterally secured loan, the 
borrower can, if the security is adequate, 
transfer his loan to another bank. But 
where all banks are desirous of reducing 
loans at the same time the unliquid 
character of this type of loan becomes 
apparent. 

Real liquidation of such loans may 
take place, of course, but only in the fol- 
lowing ways: 

(1) Those who borrow either in the call 
money market or through banks for the 
purpose of carrying securities may eventually 


save from current income sufficient funds 
to liquidate their loans. 


(2) Those who are carrying securities with 
the aid of borrowed funds may sell to another 
group who have sufficient funds at their dis- 
posal to pay in full therefor or at least 
to come nearer to making full payment than 
the first group. 


(3) Foreign lenders may advance the funds 
for carrying securities, which funds replace 
those withdrawn by domestic banks. 


(4) One or more successive sales may be 
made, at declining prices, to buyers who put 
up some of their own funds. As prices de- 
cline the original sellers and subsequent 
buyers suffer losses in respect to part or 
all of the funds which they advance, such 
losses constituting the real funds which go 
back to the lending bankers in the process 
of —— funds from this particular 
market. 


Effect of Current Savings 


ico extent to which liquidation may 
be affected by any of the preceding 
methods will depend on conditions cur- 
rent at the time contraction sets in. Un- 
doubtedly there is always some liquida- 
tion of security loans going on as a re- 
sult of current savings. Such a method 
of liquidation, however, is not subject 
to any rapid acceleration and hence is 
not of service when rapid withdrawal of 
funds from the call market or a reduc- 
tion in security loans is necessary. 

It is true, also, that a certain group 
of individuals at all times have funds 
available for the purchase of securities 
at a bargain price. Such funds are not 
necessarily large in the aggregate. Many 
investors normally prefer to keep their 
funds productively employed. 

The flow of funds to this country dur- 
ing periods of financial strain is not an 
unusual occurrence, but the extent to 
which such funds are used in the call 
money market cannot be definitely de- 
termined. During the panic of 1873 some 
$15,000,000 of gold was imported. We 
read in the Commercial and Financial 
Chronicle, May 16, 1884: 

“One result of the phenomenal and 
temporary rise in the rates for money 
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was to bring a vast amount of foreign 
capital promptly to the market. Some 
of it was sent here to buy stocks at their 
depressed prices, and more to loan on 
stocks or any other good securities at 
the high rates of interest.” 


Gold’s Aid in 1893 


URING the four weeks ended Sep- 

tember, 1893, over $40,000,000 of 
gold was imported to New York from 
Europe. The inflow of gold during this 
period greatly assisted the New York 
banks in relieving the situation at this 
time. During the panic of 1907, some 
$93,000,000 of gold was imported. 

It should not be inferred, however, 
that all or a substantial part of gold 
imports were used to relieve the call 
money market. Its primary use was to 
strengthen banking reserves and facili- 
tate the resumption of specie payments. 
Its effect on the call money market was, 
therefore, indirect. There is evidence 
that in the present situation foreign 
loans in the call money market have in- 
creased. The Department of Commerce 
recently estimated that loans of foreign- 
ers in the call money market were $101,- 
000,000 greater at December 31, 1928, 
than at December 31, 1927. 

Probably the most effective type of 
liquidation that is brought about when 
a rapid contraction of security loans is 
desired is by means of a decline in the 
prices of securities. In this process the 
holder at the beginning of the decline 
loses all or a part of his own equity. 
(That is, the funds he has advanced.) 
And, successive purchasers likewise lose 
if the contraction of loans and the fall 
in security prices is of sufficient dura- 
tion. It is largely the equity advanced 
by the purchasers that is eventually re- 
turned to the banking system when this 
type of liquidation takes place. 


Cause of{Wide Fluctuations 


T is the unliquid character of call 

loans as a whole that accounts for 
erratic fluctuations in call money rates. 
So long as a given bank only calls a 
loan it is a simple matter for the loan 
to be renewed at some other source. 
Similarly an abundance of funds for 
the call market makes the sale of securi- 
ties to new holders easy, and facilitates 
advances in security prices. But, a sub- 
stantial contraction in the amount of 
funds available for call loans reverses 
the process. Security prices decline as 
sales are more difficult to finance and 
call money rates advance rapidly. This 
was characteristic of security prices and 
the call money market before the Fed- 
eral Reserve System was inaugurated 
and it is characteristic today. Rather 
than sell securities at ruinously low 
prices, thus causing heavy losses in their 
own equities, owners of securities are 
willing to pay exorbitant prices for call 
money for short periods. The course of 
the call money market during the panic 
years 1873, 1884, and 1907 will clearly 
illustrate this point. 

In 1893, the rate in March and April 
went up as high as 83 per cent. In 
1894, the rate advanced as high for a 


short period as 150 per cent. In 1907 
the rate advanced as high as approx- 
imately 20 per cent. 

The theory on which banks made call 
loans under the old national banking 
system assumed that such loans were 
subordinate to business loans, and that 
the funds loaned in the call money 
market might be withdrawn as business 
or banking conditions warranted. In 
practice, matters did not work in pre- 
cisely this fashion. When funds flowed 
to New York during periods of business 
inactivity a large portion of them found 
their way into security loans, and in 
so far as the New York banks as a 
whole failed to maintain surplus re- 
serves, it became increasingly difficult 
for any one bank to retrieve the funds 
loaned in the call money market. In 
this way business loans had to compete 
with security loans during periods of 
financial stringency. The result was an 
increase in the rates on commercial 
loans over what they normally would 
have been, as well as an actual curtail- 
ment of such loans when they were most 
needed. 


Call Money’s Part in Crisis 


T cannot be said, of course, that the 

call money market was the sole cause 
of the various crises that occurred under 
the old system. It can be said, however, 
that it was an important contributing 
cause. 

The Federal Reserve System, as it is 
at present operating, has overcome 
many of the evils which existed under 
the old system. 

The present system has largely done 
away with the pyramiding of banking 
reserves in New York, but the call 
money market still exists. In fact, the 
daily settlement system which is used 
by the New York Stock Exchange makes 
the maintenance of such a market a 
virtual necessity. However, during the 
first twelve years of operation under 
the Federal Reserve System very little 
discussion seems to have been devoted 
to the call money market. During the 
years 1914 to 1917 the operations in 
connection with call loans continued in 
much the same fashion as under the 
previous system. From 1917 to 1919 the 
call money market was under the con- 
trol and supervision of the money com- 
mittee which determined the amount of 
call money that would be supplied and 
how this fund would be apportioned 
among the various members of the Ex- 
change. Control by this committee 
ceased on January 10, 1919. The essen- 
tial changes that took place at that time 
related to the mechanics of operation. 

It is significant that during the post- 
war boom of 1919 and 1920, accompanied 
as it was by a rapid advance in stock 
prices, and a distinct credit stringency, 
no serious concern was felt over brokers’ 
loans, nor do available statistics indicate 
that the volume of call loans during this 
period was large enough materially to 
affect the situation. Thus in January, 
1919, the aggregate of such loans was 
but $794,000,000. The peak for 1919 
was reached on August 1, at which time 


they stood at $1,385,000,000. The great- 
est amount loaned on call in 1920 ap- 
pears on December 24, when the figure 
was $807,000,000. Weekly average rates 
for call money rose to 15 per cent dur- 
ing November, 1919, and to 15.25 per 
cent during February, 1920. It is not 
strange that call rates should have 
advanced during the latter part of 1919 
and 1920 in view of the rapid absorption 
of banking credit in the financing of 
industrial expansion and commodity and 
agricultural speculation. It can hardly 
be said, however, that the requirements 
of the call money market during that 
period were sufficient to have caused 
serious competition between those de- 
manding funds for the purchase of 
securities (other than Liberty Bonds), 
and those requiring funds for business 
purposes. 


The Decline of Bank Credit 


fips depression that followed the 
crisis of 1920 was accompanied by a 
rapid decline in the volume of bank 
credit outstanding. A decline in secu- 
rity prices also took place, as well as 
a corresponding reduction in call loans 
outstanding. The reduction in call loans 
was not large when compared with 
changes in other types of credit out- 
standing. This fact is not surprising 
when we consider that the aggregate 
volume of street loans was not high, in 
terms of present figures, at any time 
during the 1919-1920 boom. Indeed, the 
aggregate reduction in call loans from 
the high point of $1,385,000,000 in 1919 
to the low point of $724,000,000 in 1921 
was but $661,000,000, or about one-ninth 
of the total volume of call loans now 
outstanding. 

The course of brokers’ loans since 
1921, however, has been most significant. 
The aggregate increase from January 1, 
1927, to April 15, 1929, amounted to 
$2,746,000,000. Loans for account of 
New York banks actually declined by 
$177,000,000; loans for out of town 
banks increased $676,000,000; while 
loans for account of others increased 
$2,247,000,000. At first blush it appears 
that the large increase in loans for 
“account of others” should relieve the 
banks from any further responsibility in 
respect to such loans. This is only par- 
tially true however. Where such loans 
have been made, first by individuals 
who have recently sold securities and 
stand ready to purchase them back at 
lower prices, or second, by investment 
trusts which anticipate subsequent pur- 
chases of securities at lower prices, the 
preceding statement is true. But, where 
loans are made by corporations which 
eventually plan to recall their funds 
when business conditions so require, it 
is apparent that the banks must stand 
ready to replace the loans so called. 


A Recent Example 


UCH a situation occurred at the 
beginning of this year. Thus, dur- 
ing the first week of January, 1929, 
loans for “account of others” declined 


(Continued on page 149) 
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Automatic Machines 
and Figure Efficiency in Banks 


UTOMATIC MACHINERY is credited with a major share of our 
A industrial prosperity. Automatic machinery means low-cost 
quantity production, increased output, higher wages and shorter 
hours, allowing the individual more freedom to enjoy the fruits 
of his labor. 

The same economic factors apply to the figure production of a 
bank. The automatic Monroe Adding-Calculator can produce the 
greatest number of accurate figures at the lowest possible cost 
in time and money. 

These machines are simple — specially trained operators are 
not required — an hour’s instruction will immediately increase 
in efficiency and accuracy all your clerks’ figure production. 

This may be proved on your own work. One of our repre- 
sentatives will be glad to show you how simple it is. Telephone 
the nearest office of the Monroe Calculating Machine Company, 
Inc.. or write to the General Offices at Orange, New Jersey. 


INTEREST B O N D S§& 


Savings Basis Price 
Loans & Discounts Amortization 
Checking Accounts Purchase & Sales 
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THE 


NEW 


SUPE 


“SAFETY PAPER 


IS 


SEVEN TIMES 


SANK cHEC™ 


A CHECK is a very important financial document, often 
one that should remain for many years a permanent, 
usable record. With long life as an important con- 
sideration the new Super-Safety Check Paper was 
conceived. It is a superior kind of paper designed 
only for check use—a strong, tough, light paper with 
a life at least seven times longer than that of the usual 
check paper. 

This remarkable new, genuine check paper remains 
fresh and strong for many, many years, with no ten- 
dency to become brittle or to crack and crumble. 

And long life is only one of its features. The new 
Super-Safety Paper has an extraordinary ability to 
resist sharp folding. It has a delightful silky writing 
surface on which ink instantly “takes” without blur- 
ring or blotting. Its strength is phenomenal — the 
natural result of long, tough fiber and the minimum 
sizing used in its making. 

The new Super-Safety Checks are among the most 
distinctive and most beautiful checks ever offered to 
banks. They carry a “service of protection” for de- 
positors by exposing immediately with a glaring spot 
any attempt to alter them. These new checks are never 
sold in blank sheets. They are made only to individual 
order, and to prevent counterfeiting their manufac- 
ture is guarded as the government guards bank-note 
paper. The superior quality of these fine new checks 


DISTINGUISH YOUR SERVICE WITH SUPER-SAFETY CHECKS 


MORE DURABLE 


cHECS 


is immediately evident in their unusual durability and 
strength as well as in their velvety writing surface 
and beautiful tints. 

The new Super-Safety Checks are surprisingly low- 
priced. They provide a dignified means of advertising 
your service. Depositors and prospective customers 
appreciate such distinction and protection in a check. 
Let us send you samples. Return the coupon today. 
Bankers’ Supply Division, The Todd Company. 
(Established 1899.) Rochester, Chicago, New York, 

St. Paul, Denver, Dallas, Birmingham, Buffalo. 

6N 
The new Super-Safety Paper has at least seven times the 


life of ordinary check paper. Its tough, strong character is 
immune to any change for years and years. Checks written 


on this paper become permanent, serviceable records. 


Bankers’ Supply Division, THE TODD COMPANY _ 8-9 
1176 University Avenue, Rochester, N. Y. 

Send me more information about Super-Safety Checks 
made of the new Super-Safety Paper. 


Name of Bank 
Name of Officer 7 
Street 


Town 


State 
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Call Money’s Affect on Business 


(Continued from page 146) 


$156,000,000 while aggregate call loans 
increased $239,000,000. This required 
an expansion of $407,000,000 in loans 
placed on call by New York banks, a 
process which was made possible only 
by heavy rediscounting at the Federal 
reserve banks. Aggregate rediscounts 
increased that week, about $400,000,000. 

The rapid increase in aggregate 
brokers’ loans has been accompanied 
by other changes in the credit structure 
of this country. The first of these to 
deserve mention has been an increase 
in member bank credit outstanding from 
about $22,000,000,000 in 1919 to ap- 
proximately $36,000,000,000 at the close 
of 1928. 

The normal rate of expansion that 
should take place in bank credit from 
year to year is a question open to some 
argument. An annual growth incre- 
ment of 41 per cent has been suggested 
by some authorities as normal. But at 
the middle of 1924 the rate of growth 
exceeded the normal 4% per cent rate, 
and has continued to exceed it ever since. 
It will be recalled, however, that there 
were heavy importations of gold in this 
country from 1920 to 1924, the gold 
stock rising very rapidly during this 
period. It remained more or less con- 
stant up to 1927. Now, the fact that 
the gold stock of this country increased 
so rapidly, permitted this rapid expan- 
sion in member bank credit, while at the 
same time the average Federal reserve 
ratio actually increased from 61.4 in 
1921 to 80.4 in 1924. That is, this ex- 
pansion in member bank credit during 
years up to 1924 was actually accom- 
panied by an increase in the Federal 
reserve ratio. Since that time, par- 
ticularly since 1927, there has been a 
substantial reduction in the gold stock 
of the country, amounting to approxi- 
mately $500,000,000. At the same time 
member bank credit continued to in- 
crease at more than the normal rate 
with the result that the Federal reserve 
ratio has declined from 80.4 in 1924 to 
68.8 in 1928. 


Money Rates and Credit 


NDOUBTEDLY the rate of in- 

crease in member bank credit was 
stimulated by the course of money rates 
during this period. Of special interest 
are the very low rates of interest dur- 
ing 1924, and the rapid rise in rates, 
especially rates on sixty and ninety day 
time money, during 1928. 

Next must be considered, the use to 
which the increase in bank credit since 
1922 has been put. The present reports 
of the Federal Reserve Board do not 
analyze the loan account in sufficient de- 
tail to enable a distinction between com- 
mercial loans and loans secured by col- 
lateral. Such data are available, how- 
ever, in reference to loans of reporting 
member banks. Inasmuch as_ such 
banks involve approximately 40 per cent 
of our aggregate banking resources and 


60 per cent of the resources of the Fed- 
eral Reserve System, an analysis of 
statistics in respect to these banks may 
be considered indicative of what has 
taken place among other banks. 

Reporting member banks expanded 
their credit from approximately $16,- 
000,000,000 to $22,700,000,000, an aggre- 
gate increase of $6,700,000,000 since 
1922. Of this increase approximately 
$1,750,000,000 was devoted to commer- 
cial uses, while nearly $5,000,000,000, or 
75 per cent, of this increase was devoted 
to financing the purchase of securities 
either directly or through advancing 
loans to customers. As a result of this 
change approximately 60.4 per cent of 
all member bank credit is now devoted 
to security financing, for the most part 
loans which are not liquid. 


A Decline of Discounts 


URING part of 1923 and 1924 dis- 

counts for member banks declined 
rapidly and reached a low point of ap- 
proximately $250,000,000 in 1924. A 
moderate increase during 1925 brought 
member bank borrowings back to the 
half billion level, where they remained 
with some variations until the close 
of 1927. During 1928 it became nec- 
essary for member banks to increase 
borrowing at the Federal reserve banks 
by over $500,000,000. Whereas member 
bank borrowings are at present higher 
than they have been since the inflation- 
ary period of 1919-1920, it is neverthe- 
less true that further expansion can be 
provided at Federal reserve banks. On 
May 25, 1929, excess reserves at Federal 
reserve banks amounted to $1,539,000,- 
000. Ignoring other limiting factors, one 
might estimate that this reserve would 
provide for approximately eleven to 
fourteen times this amount of additional 
bank credit—that is $16,000,000.000 to 
$21,000,000,000 in the form of addi- 
tional member bank credit. Further- 
more, there is in actual circulation today 
approximately $900,000,000 of gold cer- 
tificates which might be replaced by 
Federal reserve notes. This would re- 
lease about $540,000,000 additional gold 
for Federal reserve bank reserves. 
There are other factors, which, however, 
limit distinctly the availability of this 


reserve to member banks. These fac- 
tors are: 
(1) The natural and logical unwillineness 


of member banks to remain indebted to 
Federal reserve banks for large amounts for 
any substantial period. 

(2) The fact that at the present time ap- 
proximately 60 per cent of the total re- 
serves of member banks at Federal reserve 
banks may be accounted for by rediscounts, 
or Federal reserve bank holdings of ac- 
ceptances and government securities. 

(3) The fact that Federal reserve authori- 
ties seem determined to maintain high rates 
of discount until some liquidation has taken 
place in respect to security loans. 


It is my opinion that member banks 
temporarily have already gone too far 
in their advance of credit to the security 
markets, and that a real credit strin- 
gency has thereby been created. 


We are now in a position to consider 
the effect of security loans on _busi- 
ness conditions. By necessity we have 
been compelled to classify with call 
loans all bank credit devoted to the 
financing of security purchases. There 
is no essential difference between call 
loans collaterally secured and time loans 
collaterally secured in so far as their 
economic effect on the banking system 
is concerned, if the proceeds of such 
loans are devoted to financing security 
purchases. 

The primary or direct effect of over- 
expansion in bank credit is a rise in in- 
terest rates. This has already been 
occasioned. Commercial paper rates 
have advanced from a low point of about 
3% per cent in 1924 to a high of about 
5% per cent in 1928. The current rate 
on prime commercial paper is 6 per cent 
which is the highest rate on commercial 
loans since 1921. Time loans on 60 and 
90 day paper have risen to 9 per cent 
which is even higher than the maximum 
point reached in 1920. The rate on 
acceptances has likewise advanced to 
5% per cent as compared with a low 
of 2 per cent in 1924. Call money has 
gone as high as 20 per cent, in 1929, 
and has averaged between 8 and 10 per 
cent for substantial periods of time. 

The most serious advance in interest 
rates so far has occurred in respect to 
60 and 90-day time money and in call 
rates; that is, in respect to loans made 
to finance security purchases. 


A Natural Sequence 


genes is quite natural. Member banks 
today not only have no excess loaning 
capacity of their own, but have redis- 
counted at Federal reserve banks to the 
extent of nearly $1,000,000,000. Security 
loans themselves are ineligible for re- 
discount. Member banks are reluctant 
to increase this type of loan by redis- 
counting further, especially since this 
procedure would require rediscounting 
paper arising from commercial transac- 
tions or by discounting their own pa- 
pers secured by government bonds. 

The evidence points clearly to a high 
level of interest rates on security loans 
until there has been a substantial liqui- 
dation in such loans. A reduction of be- 
tween $1,000,000,000 and $2,000,000,000 
in such loans would undoubtedly go far 
to relieve the situation. 

Such a reduction, if it is to be brought 
about with any haste, will require some 
reduction in stock values. The Standard 
Statistics Index of all stock prices (in- 
dustrials, rails, utilities) reached a high 
in 1928 of 178.9 as compared with a low 
of 50.36 in 1921. The industrial stock 
average reached a high in 1928 of 186.4 
compared with a low of. 44.91 in 1922. 
The advance in industrial stock prices 
which started in 1921, continued 
throughout 1928 with only two reactions 
of any moment, one in 1923, and one in 
1926. During 1928, the advance was at 
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a more rapid rate than during any of 
the previous years, despite the increas- 
ingly heavy burden placed on our bank- 
ing structure. 

How far stock prices may recede as a 
result of this liquidation it is impossible 
to tell. The reaction will be less dras- 
tic than many anticipate. Such reaction 
as does take place will have an unset- 
tling effect on some lines of business. 
Take the automobile industry. Produc- 
tion of passenger cars and trucks in the 
United States and Canada reached the 
high point for all time of 4,598,911 in 
1928. This compares with 3,573,000 in 
1927; 4,503,000 in 1926, and 4,310,745 in 
1925. The first quarter of 1929 was sub- 
stantially in excess of the first quarter 
of 1928. The extent to which profits 
from security operations have been di- 
verted to the purchase of automobiles 
cannot be estimated, but it is undoubt- 
edly true that many who have enjoyed 
the success of reaping quick profits have 
purchased new cars. And a declining 
market will have the opposite effect. 
More important, however, is the fact 
that high interest rates add substantial- 
ly to the cost of financing installment 
sales. A similar effect may be looked 
for in respect to other industries which 
produce semi-luxuries such as the radio, 
musical instruments, etc. 


A Brake On Other Industries 


IGH interest rates will undoubtedly 
retard activity directly in many in- 
dustries. The effects of high money 
rates will probably be felt first in those 
industries in which money cost is impor- 
tant because of the long periods for 
which money is borrowed. The building 
industry is a good example. In fact, a 
recession has already taken place here. 
The high point for construction was 
reached in the early part of 1928. Since 
that time building contracts awarded 
have declined, the recession in 1929 be- 
ing particularly noticeable. Should this 
decline continue, and be accompanied by 
a recession in the automobile industry 
there would undoubtedly be a let down 
in steel production. 

Relatively speaking, our exports ac- 
count for only a small portion of our 
domestic production. Absolutely, how- 
ever, industry in this country is rely- 
ing more and more on export markets. 
The aggregate value of all exports for 
1928 was $5,030,000,000. This compares 
with average exports of slightly over 
$4,500,000,000 for the years 1925-1927. 
Such exports have been paid for in 
part by foreign borrowing, the sale of 
foreign securities here having averaged 
between $1,000,000,000 and $1,500,000,- 
000 during the past several years. Con- 
tinued stringency in our money markets 
will operate to curtail foreign loans, will 
depress foreign exchange rates, arid will 
make it increasingly difficult for foreign- 
ers to buy in this market. Already all the 
important European countries have 
found it necessary to advance their dis- 
count rates to protect their domestic 
gold reserves. The Bank of England 
rate was advanced from 4% per cent to 


5% per cent in February. Other ad- 


vances were: 
1929 

March 

March : 


April 
April 


April 
April 


Bank of Italy 
Netherlands Bank... 
Bank of Poland 
Austrian 

Bank 
National 

Hungary 
German Reichsbank.. 


6% to7% 
7to8 
6% to7% 

High interest rates have already been 
felt in the agricultural industries. New 
loans placed by land banks were $254,- 
300,000 in 1926 and $223,500,000 in 
1927, but only $142,800,000 in 1928. A 
further effect is already noted in the 
decline which has recently occurred in 
the prices of certain specific commodi- 
ties. The price of wheat recently reached 
the lowest point in sixteen years. While 
overproduction is in part responsible for 
this decline, the present money strin- 
gency has been an important contribut- 
ing cause. 


Corporate Financing 


I“ respect to new corporate financing 
certain interesting developments took 
place in 1928. Despite higher interest 
rates during that year domestic corpora- 
tions obtained more money for new 
financing than in Any previous year. 

There was, however, a distinct change 
in the character of corporate financing 
during that year. Thus the total vol- 
ume of stock offered in 1928 was $2,900,- 
000,000, or 99 per cent larger than in 
1927, and was larger than in any pre- 
vious year. This increase far more than 
offset the decline of $800,000,000 in new 
bond offerings, so that the total volume 
of new capital issues for domestic cor- 
porations in 1928 reached a peak for all 
time. 

The general effects of credit strin- 
gency and high money rates on business 
conditions and on economic activity are 
sufficiently well known. There are cer- 
tain favorable factors in the situation, 
however, which in part account for the 
recent rise in security prices and which 
have encouraged many people to provide 
their own funds as equities for the 
funds borrowed in the purchase of 
stocks at prevailing high prices. These 
same factors will probably prevent dras- 
tic liquidation in security prices at 
present and should facilitate a normal 
liquidation of security loans in sufficient 
amount to relieve the present credit 
stringency. These factors may be 
briefly stated as follows: 

(1) The present speculative movement has 
not been accompanied by commodity specula- 
tion nor by anv inordinate business expan- 
sion. Industrial concerns today are in an 
exceptionally strong financial condition, In 
fact a substantial portion of present brokers’ 
loans has been vrovided by corporations with 
excess quick assets. It is interesting to note 
that 154 of our largest corporations had net 
quick assets of $6.573,000.000 at the close of 
1928. compared with $6,000.000.000 in_ 1927. 
Cash and investment securities made up 
$2.400.000.000 of the 1927 total, whereas cash 
and investment securities made up $2,786,- 
000.000 in 1928. Inventories increased in this 
period only $100.000,000. 

(2) Current savings are continuing at high 
levels. The last available estimate of annual 
savings was made in 1921. At that time 
current savings were at the annual rate of 
$5,519.000,000. In 1926 annual savings were 
in excess of $10.000.000.000 based on the na- 


tional income. Undoubtedlv current annual 
savings are in excess of $10,000,000,000. 


Based on the annual increase in savings ; 

time deposits, life insurance and building 
and loan funds alone, current savings are ap- 
proximately $4,000,000,000 in current dollars 
Savings at the present rate will greatly 
facilitate a reduction in security loans if 
the present level of security prices is not 
advanced rapidly. 


(8) The growth of investment trusts has 
created a new factor in the demand for 
securities. These organizations now have at 
their command large funds which act as a 
stabilizing influence on stock prices. Such 
institutions undoubtedly have large reserves 
available for the purchase of securities upon 
declines, thus providing for liquidation under 
one of the methods previously described. 


(4) Corporate earnings have been com- 
paratively steady during recent years and at 
a satisfactory rate. Aggregate earnings of 
900 corporations in 1926 were $3,600,000,000: 
in 1927 $3,500,000,000; in 1928 $4,100,000,000 
The present Federal Reserve System has en- 
couraged normal expansion but has so far 
prevented abnormal expansion in industrial 
activity with attendant dangers of reaction. 


Abnormal Use of Credit 


ALL loans and bank loans on secu- 

rities lack the type of liquidity 
characteristic of commercial loans. From 
the standpoint of the banking structure 
as a whole such loans may be unliquid. 
This was distinctly the situation under 
the old national banking system. 

During recent years there has been 
an abnormal use of bank credit for 
financing security purchases. Even 
though it may be true that a large part 
of such credit is not lost but is made 
available for business, the point at issue 
involves its liquidity. It is bad practice 
for the commercial banking system to be 
called upon to supply credit in large 
amounts for long term financing. 

The present situation is not acute. 
Reserve bank credit is available at a 
price for business loans, but increasing 
pressure by the Federal reserve banks, 
involving among other measures ad- 
vances in the rediscount rate, has ad- 
vanced the rate on strictly commercial 
paper. The fact that today member 
banks have utilized their own resources 
to so large an extent in security loans 
has required relatively heavy borrow- 
ings from Federal reserve banks. 

The Federal reserve discount rate, 
therefore, becomes an effective factor in 
determining the rate on commercial 
loans. There is’a distinct stringency in 
credit for further security loans. Some 
liquidation seems essential at the pres- 
ent juncture. This liquidation will be 
forced by somewhat higher interest 
rates, a fact which will also probably 
retard industry. Compensating factors 
on the favorable side, however, will 
probably so facilitate the necessary liq- 
idation that no severe contraction in 
security prices or business activity will 
result. 


German Credit Bank Profits 


ter development of business in the 
German mortgage credit banks, of 
which there were thirty-six last year, 
was a very favorable one and is re- 
flected by the fact that their net profits 
increased in 1928 by 28.9 per cent over 
the preceding year, the Commerce De- 


partment reports. The total stock capi- 
tal paid into these banks in 1928 was 
about $81,200,000. 
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There is now 
a great NEW market for 
good OIL HEAT 


Selling oil heat equipment becomes an increasingly profitable business for 
men of sound business ability. 


From long, honorable, successful experience, KLEEN-HEET has 
now produced a perfected oil burner—fully automatic—for average-size, 
and smaller, homes. 


There are some 18 million owned homes in America. Only about 
900,000 have oil heat—and these include, mostly, the larger homes. First 
cost, in the past, has held back the smaller home-owner, with smaller 
income. This improved KLEEN-HEET for smaller homes sells, complete, 
for about $350—and 12-month payments are soundly financed. 


A good business, Gentlemen of the Banking World, for many clients 
who are seeking sound business opportunities. Facts of real interest are 
available. The Winslow Boiler & Engineering Company, 844 Rush Street, 
Chicago. 


The IMPROVED CHALLENGER 


Kleen-fees 


for average-size, and smaller homes. 
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Harry A. Franck, in his book, ALL ABOUT GOING ABROAD, 
says of A. B. A. Cheques: “They command real pres- 
tige in all parts of the world and bring the holder unu- 
sual courtesies and consideration from foreign banks.” 

Appreciation of this extra attention creates good-will 
for the bank whose name appears on the cheques. 
Why not take advantage of this by recommending to 
your customers A. B. A. Cheques—the cheques that 
bear your bank’s name? 

A. B. A. Cheques were established by the American 
Bankers Association to provide banks with a travel 
cheque of their own which would enjoy universal ac- 
ceptance. Certified by Bankers Trust Company of New 
York, A. B. A. Cheques are accepted by banks, hotels, 
shops, ticket offices, and tourist agencies throughout 
the world. The fact that more than 60,000,000 sepa- 
rate cheques have been negotiated during the past 20 
years attests to the degree of their acceptance. 

A. B. A. Cheques are convenient to carry, afford 
complete protection against loss or theft, and abroad 
command the favorable exchange rate of bankers 
paper. The cheque itself is an instrument of the high- 
est grade, engraved on safety paper. 

Build good-will for your bank by selling A. B. A. 
Cheques bearing your bank’s name. 


A. B.A. 
CHEQUES 


ACCEPTED EVERYWHERE 


Building 
Good Will 
Your Bank 


When writing to advertisers please mention the American Bankers Association Journal 
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N Nov. 16 this year the Federal 
O reserve banks will have been open 

for business fifteen years and per- 
haps it will not be uninteresting briefly 
to review what has taken place in that 
time. 

Fifteen years ago the banks of this 
country had no effective means of coor- 
dination. It is true that in the large 
cities like St. Louis, New York, Chi- 
cago, Louisville there were clearing- 
house associations, through the medium 
of which banks could act for mutual con- 
venience and protection and which more 
than once plainly showed that such a 
coordination was necessary for self-pres- 
ervation, the last time being in 1907. 
However, the banks in the small cities 
could not get together in this way and 
necessarily were dependent upon the pro- 
tection that could be afforded them by 
their correspondents in the larger cities. 


OW, however, through the medium 

of the Federal reserve bank, all 
banks, both large and small, have an 
effective means of coordination. They 
cooperate by ownership of stock in the 
Federal reserve bank and instead of 
scattering their reserves, pool their re- 
serves in their particular Federal re- 
serve bank. Both the large bank and 
the small bank can come to the Federal 
reserve bank and receive exactly the 
same treatment, the same service and 
the same rate of rediscount. 

Fifteen years ago country national 
banks had to keep as their reserves 15 
per cent against demand deposits and 
15 per cent against time deposits, and of 
this amount 6 per cent had to be cash 
in their vaults and 9 per cent could be 
on deposit with reserve city banks. In 
reserve cities like Louisville, banks had 
to keep 25 per cent against demand de- 
posits and 25 per cent against time de- 
posits and were compelled to keep 12% 
per cent of that amount in their own 
vaults. 

In central reserve cities, which were 
then New York, Chicago and St. Louis, 
but are now only New York and Chi- 
cago, St. Louis having had its status 
changed to that of a reserve city, the 
banks had to keep a 25 per cent reserve 
against demand deposits and 25 per cent 
against time deposits and all of it had 
to be cash in vault. 

Under the Federal Reserve System in- 
stead of 15 per cent against demand and 
time deposits, the country bank now has 
to keep only 7 per cent against demand 
deposits and 8 per cent against time de- 
posits. The reserve city bank, instead of 
25 per cent, has to maintain only a re- 
serve of 10 per cent against demand de- 
posits and 3 per cent against time de- 
posits, and the central reserve city banks 
of New York and Chicago maintain only 


Fifteen Years of Banking 


By WM. MCC. MARTIN 


Governor, Federal Reserve Bank of St. Louis 


a 13 per cent reserve against demand 
deposits and a 3 per cent reserve against 
time deposits. 

It, of course, is true that the Federal 
reserve bank pays no interest on these 
reserves deposited with it, but it is also 
true that the member bank is not com- 
pelled to keep any stated amount in un- 
productive cash in its vaults, and unques- 
tionably for till money purposes can keep 
less cash in its vaults than in the old 
days. The reason that we can now run 
with a less reserve than in the old days 
is because there is a Federal reserve bank 
to which a member bank can take its eli- 
gible paper and immediately turn it into 
cash by rediscounting. The fact is that 
this decrease in reserve really released 
a large amount of money to member 
banks on which they could make a profit, 
which before had been, as it were, locked 
up. While the member bank receives no 
interest on the deposits it has with the 
Federal reserve bank, in the old days it 
did not receive any interest on the cash 
it had to keep in its vault. 


F IFTEEN years ago if a bank expected 
to issue exchange on New York, Chi- 
cago, Louisville, St. Louis or any other 
of the larger cities it had to keep bal- 
ances with correspondents in those cities. 
Now if a bank is a member of the Fed- 
eral Reserve System without keeping any 
compensating balances in different cities, 
but just because it is a member of the 
Federal reserve bank, it can issue ex- 
change drafts immediately available in 
every city where there is a Federal re- 
serve bank or branch. This means that it 
can issue available exchange in practi- 
cally every important center in this coun- 
try. 

Fifteen years ago no national bank 
could borrow in excess of its capital and 
surplus. Now there is no limit on the 
borrowing of a member bank from a 
Federal reserve bank except that dic- 
tated by prudence, though there has been 
no change in the limit as to what it can 
borrow from a correspondent. 

The Federal reserve banks’ and 
branches are connected with each other 
and with Washington by private wire, 
and through the gold settlement fund a 
member bank can transfer funds in an 
hour which it formerly could not do in 
less than days and with a certain amount 
of expense. 


ie the old days banks in the smaller 
cities were absolutely dependent on 
their correspondents, but the correspon- 
dents always did everything in their 
power to cooperate. The trouble was 
that the time could come when the cor- 
respondent in order to save itself could 
not take care of other banks. This was 
the case in 1907. Now through the Fed- 
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eral Reserve System both the smaller 
banks and the correspondent banks are 
made more effective. 

The Federal reserve bank has made 
the smaller bank more independent than 
it was before. The smaller bank can 
maintain the same relations with its cor- 
respondents as it could in the old days, 
but also has, as it were, another string 
to its bow—it can also come to the Fed- 
eral reserve bank. In other words, it can 
turn to the Federal reserve bank when 
it desires to use it and can also turn to 
its correspondent when it is desirable to 
use the bank. In this day of merger it 
seems to me that the small bank should 
find a great deal of comfort in the fact 
that there is a Federal Reserve System. 
The small unit bank, if a member of the 
Federal Reserve System, has a connec- 
tion which will enable it to do business 
in competition with any branch bank of a 
great merger. Of course, its smaller cap- 
ital will place a smaller limit on the 
loans it can make to any one individual, 
firm or corporation, but with this excep- 
tion it would seem that it should be able 
to render any service to its community 
that the branch bank can. In fact, the 
existence of the Federal Reserve System 
guarantees to the small unit bank that 
it can exist. Its connection with the 
Federal reserve bank gives the small 
bank nation-wide facilities. 


HE purpose of the Federal Reserve 

System was to make, and it has made, 
commercial banking more effective. The 
paper that can be discounted at a Fed- 
eral reserve bank is business paper and 
agricultural paper. It cannot rediscount 
loans secured by bonds and stocks or 
real estate. The only exception is that 
it can rediscount loans secured by gov- 
ernment bonds. The general effect of 
this has been to dignify loans and raise 
the standards of credit. A statement of 
the borrower must accompany the appli- 
cation for rediscount at a Federal re- 
serve bank and this has helped the banks 
to establish the system of getting state- 
ments from its borrowers. Fifteen years 
ago this was not a common practice and 
in some communities it was said to be 
impossible to get statements. In Arkan- 
sas and Missouri the state banking de- 
partments now require that banks take 
statements with all loans of $500 or 
more. It would be a good thing if all 
banks of their own accord followed some 
such practice. The general effect of the 
taking of statements has been to make 
the loans of the banks more liquid. In 
other words, the bank knows what it is 
doing and in large measure has ceased 
granting credit unless it sees from the 
figures that the loan has a reasonable 
chance of being paid at maturity. 
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How the New Notes Were Received — 


IRST reactions to the new small 

sized currency now in circulation 

appear to be very generally favor- 
able. Few of the objections to the new 
currency which were voiced during the 
past two years while the change was in 
preparation have materialized. The 
small notes have come to be accepted 
very quickly as a matter of course by 
both banks and the public. 

Issuance of the new currency simul- 
taneously in all parts of the country was 
perhaps responsible for the ease with 
which the public was accustomed to the 
new bills. In almost every locality there 
were amusing incidents when some indi- 
viduals first encountered the small notes 
but the general distribution made the 
introduction of the new currency a one- 
day rather than a nine-day wonder. 
Currency has changed both in appear- 
ance and as a matter of public interest 
since the days of the first American 
paper money. 

At the outset there was some disposi- 
tion to magnify the effect of the 
curiosity demand of the public for the 
new bills and a rise in money rates 
early in July was attributed to ex- 
panding circulation resulting from the 
introduction of the small notes. How- 
ever, the curiosity demand seemed to be 
quickly satisfied. The general attitude 
after the first few weeks’ experience 
with the new money seemed to be ex- 
pressed in a desire for the retirement of 
the old notes as soon as possible so that 
there will be only one size of currency 
in circulation. 


New Size is Popular 


HIS desire was the burden of many 

of the reports received by the 
JOURNAL from banks in different sec- 
tions of the country on the reception 
accorded the new small sized notes. 

“When this currency first came out,” 
John W. Barton, vice-president of the 
Metropolitan National Bank of Minne- 
apolis, Minn., reports, “there was the 
expected curiosity demand, which, after 
three or four days, subsided. We are 
now experiencing a normal condition, 
with the possible exception that we find 
some people prefer to have either all 
old currency or all new currency, ob- 
jecting to having two different sizes in 
their bill fold. But, of course, generally, 
the public know that it would be im- 
possible to make a change of this kind 
and have all one size currency within 
a few days’ time. 

“Our experience has been that the 
public are accepting the change very 
satisfactorily and I believe that the new 
size money is going to be popular with 
most people, particularly when the 
transition reaches the stage where we 
won’t be faced with the necessity of 
having to pay out two different sizes of 
currency.” 

“The new currency is very popular 
here in Los Angeles. I have heard noth- 
ing but praise for the reduced size,” 


says W. R. Morehouse, vice-president 
of the Security-First National Bank. 


“The demand for it has been very 
heavy. Many of the leading stores were 
passing it out in change on the day it 
was first distributed. I have yet to hear 
the first word criticising the change 
from the large size to the small size 
currency.” 


Demanded New Money 


W. ELLSWORTH, vice-presi- 
dent of the Hibernia Bank and Trust 
Company of New Orleans, forwarded a 
report of the chief clerk of that institu- 
tion which said: 

“Some of the tellers report that for 
the first few days their customers de- 
manded new money, but after their 
curiosity had been satisfied, many of 
the preferred the old size bill. One or 
two tellers still find customers anxious 
for the new bills. As a whole, it ap- 
pears that the majority of the public are 
indifferent and leaning somewhat to the 
old bill.” 

Concerning the new currency, Dan V. 
Stephens, president of the Fremont 
State Bank, Fremont, Neb., said: 

“Tellers inform us that there is a very 
great demand for this currency; that it 
is very popular with the ladies. The 
only objections customers have made is 
that they do not like to mix it with the 
old currency and want the new to re- 
place all they have in their possession. 
We have no complaints whatever from 
the public except above indicated and 
that is not a complaint against the cur- 
rency. The tellers find it somewhat 
troublesome in handling with the old cur- 
rency and, of course, that is immaterial 
and will soon disappear. In a nutshell 
—the new currency is popular.” 

W. G. Edens, vice-president of the 
Central Trust Company of Illinois, Chi- 
cago, reports as follows: “Our tellers 
inform me that there was a strong de- 
mand for the new currency on the part 
of our customers. Everybody seemed to 
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want to have a supply, and our supply 
was, therefore, very quickly exhausted, 
especially the “1’s” and “5’s” of which 
we could not secure an additional 
amount. 

“The complaint of many people is 
that the Government should have never 
attempted to make the change until 
ready to supply the demand of all of the 
various denominations as a good many 
customers say they are required to take 
a part of the old currency and a part 
of the new.” 


All Ripples Vanished 


new currency was _ received 
with great enthusiasm in St. 
Louis,” according to Marvin E. Holder- 
ness, vice-president of the First National 
Bank, St. Louis. “We not only had a 
great demand for it inside the bank but 
for several days customers were calling 
by phone to find out how much they could 
get and how they could get it. 

“The comments on the currency were 
varied, interesting and sometimes amus- 
ing. A very limited number did not 
like the new currency, claiming it is 
too small, but the last day or two, we 
have heard no protests. 

“For two or three days we had occa- 
sional inquiries as to how long the old 
currency would be good, but I do not 
know of anyone who spent their old 
money because they thought it would 
soon be obsolete.” 

“On the day of its appearance and 
also the following day there was a very 
general demand on the part of the pub- 
lic for the new currency,” says Allan B. 
Cook, vice-president of the Guardian 
Trust Company, of Cleveland. “Since 
that time, however, all ripples have 
vanished from the face of the millpond 
and the small bill is apparently being 
accepted as a commonplace article. We 
have heard no complaints on the part 
of people receiving the new currency, 
nor on the other hand has there been 
very much enthusiasm expressed regard- 
ing it. My personal impression is that 
it has made just about as much of an 
appeal to popular favor as a new variety 
of postage stamp.” 


Specials and Tours to the Convention 


INE special train or combined, 

rail and boat tours to the 

American Bankers Association 
Convention. which will be held in San 
Francisco, Sept. 30 to Oct. 3, have been 
arranged for various parts of the coun- 
try by railroad and steamship com- 
panies. 

The Pennsylvania Railroad will oper- 
ate a train leaving New York the after- 
noon of Sept. 21, with a number of 
stop-overs on the outgoing trip, arriv- 
ing at San Francisco, Sept. 29. On the 
return trip there will be other stop- 
overs, with arrival back in New York, 
Oct. 15. 

The New York Central Lines’ special 
train will leave New York and Boston, 
Sept. 12, at noon, reaching San Fran- 


cisco, Sept. 29, after a number of stop- 
overs. The return trip includes other 
stop-overs and ends in both New York 
and Boston, Oct. 10. 

A special train will leave Chicago 
the evening of Sept. 23, arriving at San 
Francisco on Sept. 29. Information re- 
garding this train is available through 
any Chicago banker. Michigan delegates 
will leave Detroit on Sept. 23 at 1.35 
p. m. in a special car, which will join 
this train at Chicago. 

The New Orleans Bankers’ Special, 
via Southern Pacific Lines, will leave 
New Orleans at midnight, Sept. 24, ar- 
riving in San Francisco, Sept. 29. De- 
tails of this tour may be had from 
W. P. O’Neal, Canal Bank and Trust 

(Continued on page 183) 
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ASK THESE QUESTIONS-— 


16-Inch National Vault Door of River Forest State Bank, 
River Forest, Ill. 


Only National Bank Vault Doors 
Give You All These Advantages 


OU can be sure of satisfaction with 

National Bank Vault Doors and National 
Bank Vault Equipment, because both are 
the ultimate in protection, attractiveness, 
and prestige. Make the test for yourself. 
Compare National Bank Vault Doors with 
any other make or type you choose. Set 
off point against point, materials, con- 
struction, weight, beauty and the like. We 
are confident you, too, as so many other 
bankers are doing, will decide in favor of 
the National Door. 


1. 


Will the door give absolute protection against oxy- 
acetylene attacks, drill or explosive hazards? 

Is the door covered by a five-year replacement guar- 
antee? 

Will the design and appearance of the door win 
customers’ approval? 

Is it equipped with Yale & Towne combination and 
timelocks, guaranteed and serviced by the largest lock 
organization in the world. 

Is ease of operation of boltwork and compressor 
system assured by use of 14 steel and bronze bevel, 
worm and spur gears, lubricated by 12 easily access- 
ible oil tubes? 

Are the bolts solid, oversize and with ornamented tips? 
Is the crane hinge polished steel? 

Are there finish plates in vestibule, or merely painted? 
Are compressor blocks and housings heavy castings, or 
pressed sheet iron? 

How does the weight compare with other doors? 

Does declared weight reflect the door built up toa stand- 
ard or down to a price through reduction in weight? 
Will manufacturer guarantee declared weight by in- 
corporating in contract an allowance per pound for 
underweight? 

Will it allow the maintenance of banking room and 
vault floor levels without the extra cost of lowering 
platform, as possible with National Plug type doors? 
Is it standard with compressor lock to prevent locking 
employees in vault in case of holdup? 

Will terms of contract demand advances before door 
is delivered, or National policy of after installation 
and acceptance? 
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THE NATIONAL SAFE AND LOCK COMPANY 


Established 1883—45 years ago 


General Offices—2345 East 69th St. 
Works—East 69th to 70th St. & Pennsylvania R. R. 


CLEVELAND, U. S. A. 


FREE 


If you are planning 
to buy a new vault 
door or vault equip- 
ment, this book 
contains facts of 
vitalim portance to 
you. Our 44 years 
of experience are 
at your service. 


Clip and Mail This Coupon Now ? 


New York Office 
388 Broadway 


Chicago Office 
Tower Bldg. 
6 N. Michigan Ave. 


Los Angeles Office 
Baldwin & Burke Safe Co. 
1429 S. Los Angeles St. 


SALES ENGINEERS QUICKLY AVAILABLE IN ALL PRINCIPAL CITIES 


: 


This Book % The National Safe and Lock Co. 
2345 East 69th Street, Cleveland, Ohio 

Please send me your FREE book on National Bank Vault Doors and full infor- 
mation on the subjects I have checked below. 


O)Daylight Robbery 
Deposit Boxes 


OVault Linings OGrille Partitions 
O\Vault Systematizers [Chests Vault Lockers 


When writing to advertisers please mention the American Bankers Association Journal 
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An investigation of the— 


National Posting Machine 


gave The Commercial National Bank a new 
conception of safety in the Savings Department 


“Until we investigated the National 
Posting Machine we had no cause for dis- 
satisfaction with the system used in our 
savings department”, says the president 
of the Commercial National Bank, 
Washington, D. C. 


“However, after calling upon several 
New York banks which were using it 
we were thoroughly sold as to the 
desirability of this equipment, especially 
its audit and control features. 


“These machines have proven their 
sterling value in our bank over a period 
of four years. They are of material 
assistance in our method of computing 


interest on daily balances, interest being 
earned for every day the money is on 
deposit in the bank. 


*—In our opinion National Posting Ma- 
chines are as essential to a properly 
safeguarded savings department as the 
cash register is to the retail store.” 


Hundreds of other banks would back up 
The Commercial National in these expres- 
sions about National Posting Machines. 
For wherever these machines have been 
installed, and they are used by the most 
prominent banks in the country, the 
results in safety, speed, and economy of 
operation have been the same. 


Our Accounting Machine Division at Dayton or our representative 
in your city will be glad to give complete information. 


THE NATIONAL POSTING MACHINE 


Product of The National Cash Register Company 
Dayton, Ohio 


When writing to advertisers please mention the American Bankers Association Journal 
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The Condition of Business 


Production and Trade Continue Unusually Active. 
Gain 20 Per Cent in the Half Year. 


Profits 


Money Rates are Ab- 


normally High and the Credit Problem Becomes More Serious. 


NDUSTRIAL production is going 
through the summer at the same 
high level that characterized the 
first half of the year, and the ma- 
jor industries, led by steel, automobiles 
and building, are running at a pace that 
promises to set many new high records 
for the full year. While there is some 
slowing down noted in certain lines, it 
is no more than would naturally be ex- 
pected to follow such a period of ex- 
tended activity, and the seasonal reces- 
sion that customarily occurs has been 
less pronounced than usual. Such de- 
crease in employment as has taken place 
in manufacturing has been largely off- 
set by increased demand for agricultural 
workers and in other out-of-door activi- 
ties such as road building and engineer- 
ing work. Trade has been correspond- 
ingly large, but in a few lines has not 
been equal to production, with the re- 
sult that there has been some accumu- 
lation of inventories that should be 
given careful attention, notably in auto- 
mobiles, tires and cotton goods. This 
large volume of business, conducted on 
a comparatively stable price level, has 
enabled merchants to show very satisfac- 
tory earnings for the half year, and 
profits for a group of 650 companies, 
including manufacturers, railroads and 
public utilities as well, are more than 
20 per cent above the first half of 1928. 


Money Rates 


ONEY rates continue to rule ab- 
normally high, and while there are 
no fears that the banks will not have 
ample credit for financing ordinary busi- 
ness, crop moving and special demands 
incident to fall trade, the credit problem 
appears to be growing more serious. 
Gold has been attracted to America in 
large quantities by the high rates of- 
fered, but its possible effect in expanding 
bank credit has been offset by the action 
of the reserve banks in making member 
banks take over the financing of accept- 
ances. This has made it impossible to 
reduce rediscounts to any appreciable 
extent, and no grounds can be discov- 
ered that warrant hope for cheap money 
for some months. Demand for carrying 
stocks and taking up “rights” seems to 
be quite insatiable, in addition to which 
the public is holding a much larger 
amount of the new paper currency in 
circulation than had been expected. 
Although the bond market has been 
almost forgotten by the average run of 
investors and speculators, save in the 
convertible issues, there are opportuni- 
ties for investment by banking institu- 


Bond Financing Curtailed and Prices Are Attractive for Banks. 


tions at very attractive prices. New 
offerings have been greatly curtailed, 
while the floating supply of good bonds 
is continually being taken out of the 
market by sinking funds, serial maturi- 
ties and redemption by call of entire 
issues. This condition applies particu- 
larly to United States Government bonds, 
which are becoming scarcer each year 
because of the retirement of the public 
debt and are selling at the moment at 
such discounts as would promise an 
eventual appreciation of many points to 
purchasers of the long term issues. 


Industrial Production 
Continues High 


LONG list of important industries 

that had established new high pro- 
duction records for the first half year 
was given in our previous review, and 
during the last month these lines have 
for the most part held to their high 
level of activity. Steel production con- 
tinues to run at practically capacity, 
supported by heavy demands from the 
railroads, implement and machinery 
manufacturers, and from the contractors 
for new buildings. Automobile produc- 
tion has eased off somewhat for the in- 
dustry as a whole, which is partly sea- 
sonal in connection with bringing out 
new models and increasing output again 
in the fall. The Ford Motor Company is 
now on its third million of the new 
Model A, and has cut into the busi- 
ness of other companies making light 
cars, although it is noteworthy that pro- 
duction of certain other brands, such as 
Chevrolet, also made new records this 
year. Higher priced cars are not af- 
fected by Ford directly, but indirectly 
the Ford makes it more difficult for deal- 
ers to dispose of trade-ins, without which 
they cannot sell so many new cars. For 
the year 1929 a production of 5,500,000 
cars and trucks would not be surprising, 
for the first six months was more than 
40 per cent ahead of 1928, the previous 
record year. 

Active operations are found in the 
machinery and machine tool industries. 
Electrical equipment continues to be in 
steady demand, and the radio industry 
is getting down to a seasoned and profit- 
able basis, now that satisfactory models 
have been developed and standardized 
and the business concentrated in the 
hands of fewer companies. Agricul- 
tural implement manufacturers are hav- 
ing a good year, and sales have been 
stimulated by the recent rise in grains 
and livestock, but regardless of crop 
conditions in any particular season, the 
program of modernizing the American 
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farm for machine operation can be ex- 
pected to progress year after year 
toward its inevitable goal of lower costs 
and more profits. Railroad equipment 
buying is the best in several years, and 
the heavy traffic in agricultural prod- 
ucts and fall merchandising will doubt- 
less tax present facilities to a maximum. 
Shipbuilding is gradually reviving after 
having been practically dead for a dec- 
ade. 


Summer Merchandise Active 


ISTRIBUTION of commodities has 
kept pace with the record produc- 
tion this year for the most part, although 
attention should be given to three indi- 
vidual lines where there seems to be 
a tendency toward the accumulation of 
inventories in dealers’ hands. These ex- 
ceptions are automobiles, tires and cot- 
ton goods. With general prosperity in 
this country running at high tide, and 
full employment of labor reflected in 
record payrolls and purchasing power, 
there is little excuse for any of the 
important industries getting out of bal- 
ance. We have referred repeatedly to 
the invaluable service rendered by the 
United States Department of Commerce, 
in cooperation with numerous trade asso- 
ciations, in collecting and publishing 
data on production, shipments and goods 
on hand, all of which gives the manu- 
facturer of today a much more complete 
picture of the situation and outlook in 
his particular line than his predecessor 
of a few years ago could hope to have 
had. When the figures show that pro- 
duction is overrunning consumption, 
there is only one thing to do, and that 
is curtail. The more promptly it is done 
the better. It will result in the upward 
and downward swings of industry be- 
ing more frequent than formerly, but 
they will be less severe. This method 
of constantly correcting and balancing 
business is probably the most important 
application of economic principles made 
in recent years, ranking even above mass 
production. Even the most excellent sys- 
tem, however, must be adhered to if it 
is to be successful, and the bankers of 
this country, in their capacity of council- 
lors to business and regulators of credit, 
can exert a powerful influence toward 
keeping the different industries in line. 
Earnings in the merchandising field 
should be satisfactory this year, for in 
addition to the large volume of sales 
there has been an unusual stability of 
commodity prices, and the losses due to 
charging off inventory values that have 
declined will be conspicuous by their 
absence. About the only exception of 
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importance is hide and leather, and tan- 
ners have been handicapped by doing 
business on a declining market, which 
has made it practically impossible to op- 
erate at a profit. The expansion of 
chain stores, which was a predominant 
feature of recent years, has now given 
way to a slower growth and to mergers 
of the existing organizations, also to 
the further entrance of mail-order houses 
into the local branch field. 


Gain in Business Profits 


LTHOUGH a good showing was ex- 
pected from the semi-annual reports 
published by corporations, and the re- 
sults of the first quarter that we have 
summarized were followed by another 
quarter of unusually active business, the 
actual figures that appeared since the 
mid-year have been even beyond expec- 
tations. A tabulation of 650 reports 
representing all lines of industry and 
trade showed total net profits of $2,083,- 
823,000 in the first half of this year, 
compared with $1,674,888,000 in the cor- 
responding period of 1928, representing 
a gain of 24 per cent. 

Class I railroads, numbering 183, in- 
creased their net income from $462,- 
025,000 to $560,862,000, a gain of 21 
per cent and a new high record. An 
increase of 10 per cent was made by 
98 telephone and telegraph companies, 
while 85 other public utilities made a 
gain of 18 per cent. 

Combined profits of the 280 miscel- 
laneous manufacturing and trading com- 
panies increased from $654,484,000 to 
$871,844,000, or 33 per cent. Particu- 
larly marked gains were made by the 
steel mills, whose earnings were prac- 
tically double those of last year, and 
executives of such companies as United 
States Steel Corporation and Bethlehem 
Steel Corporation are now saying that 
they expect operations to be maintained 
at near capacity right up to the close 
of the year. Substantial improvement 
was noted in a great many other indus- 
tries, including amusements, aviation, 
auto. accessories, building materials, 
chemicals, coal mining, copper, electrical, 
flour and baking, machinery, merchan- 
dising, office equipment, paint and var- 
nish, printing and publishing, railway 
equipment and tobacco. 

It may be surprising to discover that 
net profits of more than a score of rep- 
resentative petroleum companies in the 
first half of 1929 were 60 per cent high- 
er than in the corresponding period a 
year ago. This is a result of somewhat 
better prices and a steady growth in con- 
sumption, which illustrates how quickly 
a turn for the better can come in any 
commodity whose supply cannot be close- 
ly controlled, the same as occurred in the 
wheat market during the past two 
months. For a number of years there 
has been so much complaint about con- 
ditions of overproduction in the oil in- 
dustry that the remarkable gain in con- 
sumption has not been fully appreciated. 
America has become motorized, and it 
is astounding to calculate the daily con- 
sumption of gasoline by all the pas- 
senger cars, taxicabs, buses, trucks, air- 
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planes and motor boats now in use, in 
addition to which is the consumption of 
heavier oils by steamships, locomotives, 
furnaces, etc. From 1919 to 1928 the 
domestic consumption of gasoline has in- 
creased at an average rate of 15 per cent 
annually. Such a growth in demand will 
assist greatly in solving the ills of any 
industry. 


Money Problem More Serious 


ONEY rates have ruled abnormally 

high for several months and there 
have been little grounds for expecting 
any important easing. In February a 
gold flow toward our shores was set up, 
the liquid funds from London, Paris, Ber- 
lin, Amsterdam, and other centers in 
Europe, South America and the Far East 
being attracted by the high rates offered 
in the New York market. These receipts 
of gold by American banks could be used 
in ordinary times as a foundation for fur- 
ther expansion in bank credit, or they 
could be turned into the Federal reserve 
banks in order to pay off borrowings, but 
neither of these courses has been fol- 
lowed this year as a general policy of all 
the member banks. Instead, the banks 
have had to use their new funds to take 
up the large volume of acceptances which 
the reserve banks formerly held, but 
have allowed to run off, and similarly the 
United States securities which they have 
liquidated, thus forcing the outside bank- 
ing system to take over a large volume of 
credit from the central banks. Naturally 
this has had the effect of keeping credit 
scarce, and of offsetting the possible ex- 
pansion of loans based on gold imports, 
which is in line with the reserve board 
policy. 

During this period the demand from 
brokers for loans to carry security com- 
mitments has subsided only moderately, 
to be followed by an expansion to new 
high levels, and the demand from stock- 
holders to take up the huge volume of 
“rights” for subscription to new issues 
has gone to a point where it is burden- 
some. It is very simple for a corpora- 
tion to finance itself by offering addi- 
tional stock at a price below the market, 
thus becoming “independent of bank bor- 
rowing,” but this does not solve the en- 
tire problem for the reason that most 
stockholders go to their banks directly or 
through brokers and borrow the money 
to pay into the corporation. As a re- 
sult the bank has merely had a commer- 
cial, self-liquidating loan switched into 
a personal and secured loan, without any 
definite maturity. 

Added to this pressing demand for 
loans there has been a marked expan- 
sion in currency circulation since the new 


paper money was issued and the public 
is holding out of the banks perhaps $100,- 
000,000 more than the normal amount. 
Under these circumstances one could 
hardly expect any cheapening of money 
rates. There is no need to fear that am- 
ple accommodation at reasonable rates 
will not be available for financing crop 
movements and fall trade, for the reserve 
banks have signified their intention to 
see that funds for this purpose are sup- 
plied to the market as may be needed. 
This does not mean, however, that the 
reserve authorities have altered their 
policy as being opposed to loans for 
speculative purposes. For the reasons 
just above the member banks have been 
unable to reduce their indebtedness to the 
Federal to any great extent this year, 
and on their part may be noted some 
change in sentiment or attitude, which 
favors providing the stock market with 
money as needed at a price, so as to pre- 
vent recurrence of a money panic. 


Viewed in a broad way the money sit- 
uation is not encouraging. In the last 
several months the strain has been ap- 
parent mainly in this country, but as 
funds were drawn away from other parts 
of the world into the speculative vortex 
of the New York market it has been nec- 
essary for one central bank after an- 
other to raise its rediscount rate so as to 
protect gold holdings. This acts as a de- 
terrent to trade in the different coun- 
tries, many of which are having trou- 
bles of their own, such as England with 
its strike of more than 500,000 cotton 
mill workers. That a state of inflation in 
bank credit based on security trading 
now exists is becoming quite generally 
accepted. That the strain of abnormally 
high rates for safe loans is spreading 
to other parts of the world is becom- 
ing increasingly apparent. This does 
not infer that the present expansion is 
necessarily coming to an end, for no one 
can foretell how far inflation may pro- 
ceed when it is once started, nor what 
event will mark its reversal. It may be 
said, therefore, that while the credit 
problem is not becoming any more acute, 
in the sense that near-term requirements 
are assured at reasonable rates for agri- 
culture and trade, and security trading 
as well, nevertheless the problem is be- 
coming more serious as to its ultimate 
consequences, not alone on this country, 
but upon other important financial cen- 
ters throughout the world. 


Rise in Convertible Bonds 


i would be inconsistent to expect a con- 

tinuance of 10 per cent rates for call 

money, 8% for time funds and 6 per cent 
(Continued on page 188) 


Major Financing in July 
(See page 188) 


Issue 


Koppers Gas & Coke Co. s. f. deb.......... 
Canadian Inter. Paper Co. Ist..............- 
Cities Service Pr. & Lt. Co. deb............ 
Brooklyn-Manhattan Transit Corp. notes.... 
Gen. Pub. Serv. Corp. conv. deb............ 
Erie RR. Co. eq. tr. dtfs.......ccccccccccece 
500 Fifth Ave., N. Y., Ist s. f............4. 
General Theatres Equipment, Inc. conv. deb. 
Equity Investors, Inc. col. tr 


Amount Rate Due Price Yield 
$40,725,000 6 1930 100 6.00 
25,000,000 5% 1950 99 5.58 
25,000,000 6 1949 95 6.45 

20,000,000 5% 1949 93 6.125 
13,500,000 6% 1932 98% 7.00 
10,000,000 5% 1939 102 5.24 

8.370,000 4% 1930-44 5.15-6 
7,000,000 6% 1949 100 6.50 
6,000,000 6 1944 99 6.10 
5,000,000 6 1939 99% 6.07 


= 

} 
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The Present Bull Market in Rail Stocks 


Affords You a Valuable Opportanity — 
to Develop the Accounts of Your 


Bank’s Customers 


Wien your customers make money, your bank is bound to benefit. The at- 
tention of the investing public is now turning to railroad securities and the many 
opportunities they offer for making money. 


Because 


1. Many railroad stocks are far 
cheaper in relation to their earn- 
ing power than industrial shares. 


A recent tabulation of ten typical rails and ten 
typical industrials, shows that a further ad- 
vance of more than 70 points in the railroad 
stock averages would be necessary to put 
them on the same price-earnings basis as the 
industrials. 


2. Railroad net earnings are now 
at record levels. 

The net operating income of all roads com- 

bined during May, as well as in the first five 

months of 1929, broke all previous secanan for 

similar periods. 


3- Car loadings establish new all 
time record. 

For the first half of 1929, the total loadings of 

all commodities was the greatest in transpor- 

tation history. 


Are You Fully Prepared to Give Your Clients 
Information and Advice Concerning the Rail- 
roads and their Securities? 


Many of your clients will now seek advice 
from you or someone else regarding these 
investments. This is your opportunity to render 
a distinct service to those upon whose good 
will the future growth of your bank depends. 


It is good business for you to have up-to- 
date information and vital facts pertaining to 
the rail shares. STANDARD SERVICE ON RAIL- 
ROADS will furnish you with the necessary 
material for a detailed and intensive study of 
the railroads and their securities both collec- 


STANDARD 


STANDARD SERVICES 


Published and Distributed by 


REMOVE THE DOUBT 


STANDARD STATISTICS CO., Ine. 
The Largest Statistical Organization in the World ' 


200 Varick Street. New York 


When writing to advertisers please mention the American Bankers Association Journal 


tively and individually, and give you the vital 
facts and analyses which you will need in 
forming your own opinions and checking your 
own judgment. 


It further gives forecasts on the price move- 
ments of individual stocks, with recommenda- 
tions as to buying or selling. Think what this 
means to you in aiding your customers. 


You may get full particulars regarding this 
Service by filling in and mailing the coupon. 


MAIL THIS COUPON NOW 


| STATISTICS CO., Inc. 


BJ 16 
200 Varick Street, New York { 
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hich employees are poor 


“dishonesty risks?” 
Whe can tell infal- 


libly? Many a banker has tried. Every 
known method of judging character has 
been brought into play. Yet trusted em- 
ployees continue to inflict large losses on 
those who had believed in theirintegrity. 


Thousands of American banks have stopped trying 
to estimate the individual risks. Instead, they have 
invested in F&D Bankers Blanket Bonds, which 
cover all their officers and employees and apply in 
full on shortages caused by dishonesty. 


Under this bond these banks have found a degree 
of protection—real protection, such as they never 
had before. For the F & D Bankers Blanket Bond 
protects against burglary, robbery, hold-up, theft, 
larceny, destruction of money and securities, and 
numerous other hazards, in addition to the dis- 


honesty of employees and officers. 


Probably an F &D Bankers Blanket Bond can 
materially increase your margin of safety. The F&D 
representative in your community can tell you. We 
suggest that you have him call. Or perhaps you’d 
rather write to us direct, for the full story. We'll 
send it gladly. 


FIDELITY AND DEPOSIT 
COMPANY OF MARYLAND 


Baltimore 


Fidelity and Surety Bonds— Burglary and Plate Glass Insurance 


Representatives Everywhere 


An American company providing the best possible protection for American banks 
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Capital Gains 
(Continued from page 118) 


earned increment to escape taxation. 
Public opinion would be strongly agains: 
such action. Whether or not normal and 
surtax rates can be further reduced de- 
pends on whether the decrease in rates 
would adversely affect the total revenue 
derived from this source of taxation to 
the extent that there would result a 
Treasury deficit, unless some other tax 
was substituted. If further reductions 
should be made the importance of the 
12% per cent optional, flat rate tax would 
be further diminished just as it has been 
diminished by past reductions in the 
normal and surtax rates, and so will be 
come an increasingly unimportant fac- 
tor. 

There is left one course, however, 
which might be followed with some suc- 
cess. The capital gains flat rate might 
be reduced. Here the writer is in accord- 
ance with the opinion expressed in the 
bulletin. Just how far it would be ad- 
visable to reduce the rate is a question. 
In view of the type of gain on which the 
tax is imposed it seems not inexpedient 
to make the reduction a small one. 


Possibility of Dumping 


WO questions arise: First, would sud- 

den dumping of securities on the mar- 
ket as a result of legislative encourage- 
ment of their sale be beneficial to the 
security market or to the credit and gen- 
eral business situation? The writer does 
not contend that such dumping of securi- 
ties on the market would take place be- 
cause those taking their profits still have 
to contend with the normal and surtax 
rates, but simply raises the question in 
event that such dumping should take 
place. 

Secondly, would the investor who has 
held stocks, which during the past two 
years or more have immensely increased 
in value, be likely to refrain from profit 
taking on account of the 12% per cent 
tax if he had reason to believe a decline 
in prices to be imminent which might 
cause him to suffer a larger loss, either 
paper or otherwise? Aversion to tax 
payment doubtless does cause some to 
refrain from the selling of securities and 
profit taking, but it seems rather doubt- 
ful that the number so doing and the 
amount of securities withheld is large. 

Therefore, it does not seem that the 
abolition of the capital gains 12% per 
cent tax would accomplish much. And 
furthermore if a movement of profit tak- 
ing by investors should be stimulated it 
is a question whether or not such a 
movement would be beneficial to the situ- 
ation in general. It seems that the solu- 
tion of the credit impasse must come 
from other methods. 


To Our Subscribers 


If you change your address with- 
out notifying us, delays and fail- 
ures in our service must result. 
Help us to serve you efficiently by 
notifying us before-hand about 
shifts in location. 
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Balances ... and 
all Account Information 
are quickly and 
privately obtained ... 


in many of the representative 
financial institutions of the country by 
Lamson Baby Tubes. 

Silently, swiftly, these flying messen- 
gers scurry about the bank getting in- 
formation and carrying messages in split 
seconds. 


To the depositor they save the embar- 
rassment of needless questioning. 


To the teller they bring the protection 
and assurance of the legible written 
word to verify fact. He need never be 
in doubt as to balances, signatures or 
credit rating. All necessary information 
is his—at his finger tips—although the 
bookkeeping department, as is frequently 
the case, is several floors away. 

Lamson Baby Tubes are easily in- 
stalled and simple to operate. There is 
no complicated mechanism to get out of 
order. And their cost is slight, for they 
can be leasec at a low yearly rental or 
purchased outright. 


Let us tell you more about them in an 
interesting little booklet prepared es- 
pecially for banking institutions. A copy 
is yours for the asking. 


THE LAMSON COMPANY 
SYRACUSE, NEW YORK 


Offices in Principal Cities 


Statement windows at 
the United States Nat- 
ional Bank, Portland, 
Oregon, are in instant 
touch with all parts of 
the bank by Lamson 
Baby Tubes. Insert 
shows the Central Tube 
Station. 


LA N BABY TUBES 


Put Your Bookkeepers at Your Teller’s Elbow 


When writing to advertisers please mention the American Bankers Association Journal 
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CALIFORNIA GROWS 


CLOSER to the REST 
of the COUNTRY 


Ar MAIL and 
air passenger service, faster train service, 
improved transit service through the 
Federal Reserve System, a great move- 
ment of population here from all over the 
Atlantic and Middle Western States—all 
these have made Southern California 
closer, more familiar and more important 
to the rest of the United States. 


ECURITY-FIRST NATIONAL 
BANK OF LOS ANGELES 


Resources over 600 million dollars 


The great regional bank of the south- 
ern part of California, with a Branch 
system in principal cities from Fresno 
and San Luis Obispo south to the 
Mexican boundary. 


24-HOUR TRANSIT SERVICE with speeded- 
up communications over the bank’s system— 


The logical Southern California Banking 


Connection. 


NEW YORK REPRESENTATIVE 
PAUL K. YOST, Vice President 
52 Wall Street, New York City 


Chain Banking 


(Continued from page 101) 


characteristically human, they liked 
what they knew and were suspicious of 
what they did not know. They thought 
that branch banking was a rapacious, 
all-consuming monster which would 
destroy them. 

California bankers, however, no 
longer subscribe to this theory. Some 
of them have enjoyed being consumed, 
for the action of the branch banks in 
taking them over has enabled them to 
avoid the disgrace and misery of the 
ultimate suspension with which they 
were faced. Others have enjoyed the 


| profits they have made in selling out 


and the subsequent enchancement in 
value of the branch bank stock they 
received in exchange. Still others have 
learned that the well conducted unit 
bank of sufficient size and honorable 
history can exist along side the branch 
systems in peaceful and _ satisfactory 
competition. 

But California is not the whole of the 
United States. The successful career of 
branch banking in that state, while an 
object of careful watching on the part 
of the bankers of other states, is not 
sufficient evidence to account for the 
changing attitude elsewhere. We must 
look for other evidence. First of all 
more and more of our bankers are 
beginning to recognize the instability 
of our present banking system. They 
have seen over 5000 unit banks—nearly 
20 per cent of the present total— 
suspend in the period following the 
World War. Such a holocaust is with- 
out parallel in this or any other coun- 
try. Some mid-western cities which 
formerly supported two or three unit 
banks are yet without banking facilities 
due to lack of confidence in unit bank- 
ing as formerly practised in their com- 
munity. In North Dakota alone possibly 
200 former banking points do not now 
enjoy banking services. Some states 
have had whole counties in similar con- 
dition. And that in the richest country 
on earth! 


No Comparable Catastrophes 
Abroad 


ANKERS recognize, however, that 
across the water there have been 
no such catastrophes as we have en- 
dured and are still enduring. Yet those 
nations felt the burden of the war far 
more than we did. Why then did their 
banks not fail? It is due, I think all 
candid bankers will admit, to the 
greater stability of branch banking 
particularly when properly and broadly 
based. 
Bankers also recognize that our 


present unit system is inadequate for 


our smaller communities and cannot be 
made adequate. It has been found that 
even the minimum capitalization per- 
mitted by law is too small for safety 
yet too great for profitable operation. 
In contrast similar small communities 
in Canada receive adequate banking 
service from the Canadian branch banks 
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because a small branch can be main- 
tained at lower cost than a unit institu- 
tion of similar size. It is difficult, 
therefore, to avoid acceptance of the 
conclusion that our unit system, as far 
as the smaller banks are concerned, is 
breaking down in the face of economic 
pressure. 

The opposition will continue to grow 
weaker for another reason. Independent 
unit bankers are becoming fewer and 
fewer. Every time a chain is formed 
the opposition to group banking on the 
part of interested bankers lessens. If 
the present movement continues, the 
time is not so far off when the great 
majority of banking offices in many 
states will be under chain control. It 
will then be a comparatively easy mat- 
ter for those who dominate those chains 
to go unopposed before their legislatures 
and present in unanswerable argument 
the public advantages of branch over 
chain banking. This movement may 
also be aided by the failure or unsatis- 
factory condition of chains under weak 
or mediocre management. 

Greater strength, however, than bank- 
ers will be able to give the movement 
will come from an entirely different 
source. It will come from the body 
politic itself. Conscious at last of the 
failings of our present banking system 
and determined to endure no longer the 


unnecessary shocks caused by daily sus- | 


pensions in widely separated districts, 
that body will insist upon a more ade- 
quate and stable banking system. There 
is precedent for that belief. Sad to re- 
late, the mainspring of the movement 
which resulted in the establishment of 
the Federal Reserve System did not 
come from our bankers. It came from 
the business interests of the country 
which demanded a more flexible cur- 
rency in order that business might not 
be hamstrung in times of prosperity by 
the deficiencies of an archaic monetary 
system. 


Possibility of Farmer Demand 


T would not be surprising either to 

see our farming element, which has 
suffered far more than its urban coun- 
terpart from the inadequacy and in- 
flexibility of our rural banking system, 
demand that it be permitted to tap 
directly the pools of banking credit of 
the country. It has done so in the past 
in two directions, one now forgotten. 
First, the passage of the Federal Farm 
Loan Act enabled them to tap a pool of 
mortgage credit to untold advantage. 
The second is more subtle and indirect. 
In the depths of the deflationary period, 
it was the industrially and commercially 
supported Federal Reserve Banks of 
Boston, Cleveland and Philadelphia which 
went to the assistance of their agricul- 
turally supported confreres at Minneap- 
olis, Kansas City and Dallas. 

Had we no other example than this 
it would show the folly of our attempt- 
ing to maintain a safe and satisfactory 
rural banking system in sections where 
we persist in loaning wheat raisers’ 
money to wheat raisers or cotton grow- 
ers’ money to cotton growers. No such 


highways 


HE copper highways of the Bell System 

reach out to the most isolated places. 
19,500,000 telephones—68,000,000 miles of 
copper wire—are making America one vast 
community. There are more than 2,500,000 
telephones on American farms, practically all 
of which connect with the Bell System’s 
nation-wide network of wires and cables. And 
eight times as much wire as is seen is tucked 
away in underground and aerial cables. 


Vital Facts for Investors about 
American Telephone and Telegraph 
Company Stock 


Back of this stock is a capital investment of 
more than three and a half billion dollars. 
In 1928 ninety-five million dollars was ex- 
pended by the Bell System for central office 
equipment, one hundred and eighty-five mil- 
lion for aerial and underground lines, and 
another hundred million for subscribers’ tele- 
phone equipment and private branch ex- 
changes. The growth of the Bell System is 
increasing in rapidity. Between 1912 and 1917 
over 3,083,000 telephones were added to it; 
between 1917 and 1922 some 3,511,000 tele- 
phones; between 1922 and 1927 more than 
4,315,000 telephones. And in 1929 this growth 
is continuing at the rate of more than 2,000 
telephones a day. 

May we send you a copy of our booklet, 
“Some Financial Facts”? 


BELL TELEPHONE 
SECURITIES CO. 


195 Broadway New York City 


| 
| 
| 


AMERICAN BANKERS ASSOCIATION JOURNAL August, 1929 


MERGED 
MAY 6, 1929 


Guaranty Trust Company 
of New York 


140 Broadway 


LONDON PARIS BRUSSELS LIVERPOOL HAVRE ANTWERP 
Condensed Statement, June 29, 1929 


RESOURCES 


Cash on Hand, in Federal Reserve Bank, 
and Due from Banks and Bankers 


U. S. Government Bonds and Certificates 
Public Securities 

Other Securities 

Loans and Bills Purchased 


Real Estate Bonds and Mortgages 


$253,834,141.63 
124,157,315.00 
24,120,465.13 
31,978,017.26 
976,334,538.09 
404,039.99 
6,299,154.41 
110,542,967.14 
13,627,237.75 
14,713,083.93 


Items in Transit with Foreign Branches 
Credits Granted on Acceptances 
Real Estate 


Accrued Interest and Accounts Receivable 


$1,556,010,960.33 


LIABILITIES 
$70,000,000.00 
Surplus 90,000,000.00 
Undivided Profits 26,418,067.72 
1.8 6,418,067.72 


375,840.00 
84,000,000.00 
18,627,319.18 


Outstanding Bills 
Bills Payable 
Accrued Interest, Reserve for Taxes, etc 


Agreements to Repurchase United States 


Securities Sold 1,296,188.20 


110,542,967.14 


Acceptances 


Liability as Endorser on Acceptances 
and Foreign Bills 


Deposits $981,193,799.47 
Outstanding Checks 60,715,463.63 


112,841,314.99 


1,041,909,263.10 
$1,556,010,960.33 


single agricultural activities are suff- 
cient unto themselves to constitute a 
well-rounded, self-supporting bar king 
entity. For every activity alone is sub- 
ject to the quick rises and falls which 
occur so frequently in economic life. 
The aggregate activity, however, enjoys 
a much more stable curve. It is this 
stability our farming population will 
demand that it be permitted to share. 
It can only do so when the agricultural 
resources of the country are pooled with 
the industrial and commercial resources 
in an unhampered and_ unfettered 
branch banking system. 


Political Boundaries Not 
Economic Barriers 


F, therefore, we interpret the signs 

of the times correctly, it will prob- 
ably not be long before some state will 
break through the political Chinese 
Wall, which for so long has inhibited 
state-wide branch banking, and permit 
its establishment. It will be a con- 
structive and epoch-making move, but 
will it suffice? Political boundaries are 
not economic boundaries. We do not 
restrict the activities of the individual 
and the corporation to the artificial 
boundaries of city or state. We would 
not tolerate the transfer of freight and 
passengers from one railroad to another 
at every state line. What a protest 
would go up if Ford cars could only 
be made and sold in Michigan! Chain 
banking now crosses state lines and 
promises to do so more often in the 
future; some of our metropolitan banks 
are permitted to cross international 
boundary lines freely with their 
branches. Why, then, do we inconsist- 
ently circumscribe the activities of 
domestic branch banking whose natural 
field of operation is as broad as the 
field of those it serves? 

Its restriction is political and not 
economic. Is our political opposition 
then based on the old time fear of 
monopoly? The American people no 
longer subscribe to that political fetish. 
We no longer worry about monopolies 
for we know that natural laws have a 
way of taking care of them should they 
become unruly. We now recognize, for 
example, that public utilities are social 
monopolies. Accordingly, we do not per- 
mit them to become competitive but 
regulate them by government ukase. We 
no longer fear size as such but welcome 
and promote it because of the advan- 
tages it brings. 

Perhaps it would be too much to ex- 
pect that the legislatures of some of 
our most progressive states would recog- 
nize the mutuality of interest between 
neighboring states in an economic basis 
and permit their solely artificial and 
political state lines to be crossed by the 
banking institutions of a more highly 
developed sister state which would be 
glad to share its financial strength with 
its needier neighbors. Could any one 
doubt but that it would be mutually 
advantageous? Would not Idaho have 
been infinitely better off in 1921 had 
she been able to have the assistance and 
service of some of the sound and broad- 
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ly based California branch banking 
systems? What tragedies would have 
been averted! 


Plausible in Theory 


F course the cry would be imme- 

diately raised that these California 
institutions would act as pipe lines and 
draw the lifeblood of Idaho into the 
money marts of San Francisco and Los 
Angeles for their engorgement but for 
Idaho’s impoverishment. Californians, 
however, have heard that argument 
before. Plausible it is theoretically but 
practically it is eliminated by the fact 
that the California branch banks fre- 
quently provide more funds for loans 
at some of their rural branch offices 
than those offices have on deposit. With 
that the case within California, would 
there be any reason why the head office 
would treat its extra-state offices in 
Idaho any differently than it would its 
intra-state offices in California? Both 
would be children of the same parent. 

True enough the direction of the 
credit stream might be toward Cali- 
fornia if Idaho were the one to enjoy 
a plethora of banking power obliged to 
seek profitable employment without the 
state and California were poverty 
stricken. But Idaho is not in such a 
position. On the other hand, California 
is a reservoir of credit and capital, both 
of which she exports freely. Particu- 
larly is this true of her investment 
banking houses. They, unhampered by 
the arbitrary and artificial restrictions 
which surround commercial banking, 
cross state lines at will and finance 
enterprise in neighboring states. 

But habits are strong and states are 
jealous no doubt; so perhaps it would 
be expecting Utopia to ask a state for 
the abrogation of its political boundaries 
in its banking regulations. We must 
look to another and far more satisfac- 
tory source, the national government. 
It alone has the power of creating a 
banking system able to encompass all 
the elements of strength this powerful 
nation affords, a system so uniform, so 
well standardized and so stable that 
depositors in the smallest hamlet of the 
prairie states would be as safe as those 
in the largest cities. That ultimate 
desideratum the country is entitled to 
but to which it will never attain as long 
as we blindly and stupidly insist on ad- 
hering to our present process of separat- 
ing and dividing, of pyramiding instead 
of pooling, the banking assets of the 
country. This we do not only through 
the institutions of unit and chain bank- 
ing but through the power of the states 
to set up forty-eight separate and dis- 
tinct controls over American banking; 
this we will continue to do as long as 
Congress is content, lethargically or 
timidly as the case may be, to follow 
its usual custom of waiting for state 
action to lead the way in banking legis- 
lation. 

There are two notable exceptions to 
this custom: one, the passage of the 
National Bank Act in 1863, an action 
forced by the necessities of war; the 
other, the passage of the Federal Re- 


August, 1929 AMERICAN BANKERS ASSOCIATION JOURNAL 


— 


£8 


CTT 


NE of the many surprising 
©) vistas in the largest single 


banking room in the world— 


m UNION TRUSTa 


CLEVELAND 
Resources over $300,000,000 


Wy 


165 | 
hs 
| 
| | 
| 


AMERICAN BANKERS ASSOCIATION JOURNAL August, 1989 


Stopover 


Privileges 


To the summer tourist the 
attractive feature of his 
“Circle Tour” is the time he 
may spend at each point of 
interest on the way. 


But why send your collec- 
tion items on vacation?—a 
day in one bank, a night in 
another, with innumerable 
side trips into Post Office 
boxes at vour expense. 


Take advantage of our con- 
tinuously operating direct 
collection service. 


All items received at par. 


ee 


PHILADELPHIA 
NATIONAL BANK 


INCORPORATED 1803 


PHILADELPHIA, PA. 


Capital and Surplus ... . . . $50,000,000 


serve Act, an action forced by the panic 
of 1907. In the view of the collapse of 
so large a share of our banking struc- 
ture s.nce the close of the World War, 
is not Congress now faced with sufficient 
necessity for another great step in 
enlightened banking legislation, the 
pooling of the agricultural, industriai 
and commercial banking strength of the 
whole nation through the medium of 
nation-wide branch banking? If that 
were accomplished, the benefits to every 
citizen would be incalculable; bank fail- 
ures would be as rare as in England; 
greater economic stability would exist 
than ever before; our undeveloped sec- 
tions would be able to obtain the credit 
and capital they need; as a nation we 
would cast off our shackles of financial 
provincialism and hail the advent of a 
better day than we have ever known. 


Farm Board 
(Continued from page 110) 


later, perhaps, by shortages. It is this 
situation that imposes on agriculture 
handicaps that are far heavier than in 
most other business lines. This con- 
dition also invites speculative operations 
that often disturb so seriously price 
ranges. 

If the farmer could operate like a 
chain store system where the inventory 
is turned over every few weeks, he could 
spread his fixed overhead expense over 
a wider volume of business. The packer 
can operate his plant on a turnover 
every few weeks. The steer he buys 
from the farmer has been fed, not mere- 
ly for a single growing season, but per- 
chance for two years or even more. 
Feed, labor, and fixed interest charges 
on capital invested, both in land used, 
as well as the herd fed, must be pro- 
vided for a long period of time before 
any returns whatever are received. 


The Packer’s Position 


HE packer converts the farmer’s 

crop, the mature steer, into meat in 
a few hours’ time. It is distributed to 
the ultimate consumer as fresh meat in 
a few weeks. The relative turnover of 
the two manufacturers of this essential 
food product is often twenty-five or 
thirty to one. Under these conditions it 
is easy to see the relative risks that 
violently fluctuating markets may bring 
to the farm manufacturer. 

If the market breaks, the packer can 
stop buying. He can quickly reduce his 
output and soon the market regains its 
position. The farmer adjusts his pro- 
gram to a definite condition. If that 
condition changes, he is unable to 
modify his operations as does the 
packer. The feeders he purchased must 
be carried through to completion. If he 
throws them on the market half finished, 
he suffers a dead loss. Therefore stab- 
ilization in price is of much moment in 
the farming game. 

But how can this condition be ef- 
fected? It is here that the government 
is proposing to lay the basis for a novel 
attempt in economics. Through the or- 
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ganization of so-called stabilization cor- 
porations, one for each commodity, it is 
proposed to make possible the handling 
of any surplus in such way as to lessen 
the disturbing influence of such surplus 
on prices. If there is an unabsorbable 
surplus of wheat, such as is in sight at 
the present time, the wheat stabilization 
corporation will go into the market and 
purchase whatever amount it may think 
necessary to support the price. With 
non-perishable products like wheat or 
cotton such a program is of course con- 
ceivably possible, but one wonders what 
would have happened if a potato stab- 
ilization corporation had had to handle 
a perishable crop in such quantities as 
was the case in the fall of 1928. 

Is it going to be possible for a stab- 
ilization corporation to stabilize? 
Merely because it is given this name or 
has this avowed purpose is no reason 
why it will be able fully to accomplish 
its purpose. It would be one thing if 
it had merely to stabilize the American 
situation but often that situation is 
complicated with world conditions. 


The Wheat Problem 


AKE the matter of wheat, for in- 
stance. The last few months have 
witnessed a decline in the price of wheat 
comparable to that which occurred with 
cotton some years ago, when every busi- 
ness man was importuned “to buy a 
bale” to help the stricken South. Wheat 
acreage in the last few years has 
steadily expanded under the stimulus of 
fairly good prices until the United 
States is now practically at its war time 
acreage. Especially has this increased 
acreage developed in the western border 
of the wheat belt, the marginal frontier 
of the plains states. . 
The most important contributing 
factor to this unwonted expansion has 
been the exceedingly rapid adoption of 
cost-reducing machinery, the combine 
harvester. Of the many thousands of 
machines of this character that have 
been sold within the past five years, 
ninety-odd per cent are west of the Mis- 
sissippi River. An enormous reduction 
in harvesting costs that has come about 
in the last decade, since no longer armies 
of itinerant labor are required for the 
harvesting of the crop, has made it pos- 
sible to gamble on the rainfall which 
to such an extent controls the crop yield. 
For the past two years the wheat 
crop of the United States has exceeded 
850,000,000 bushels. This flood alone 
would be enough to tax the ability of a 
stabilization corporation to keep the bot- 
tom from falling out of the market. 
Add to this situation the fact that the 
world’s supply last season was at least 
200,000,000 bushels more than that of 
the previous year and that the southern 
hemisphere, particularly the Argentine, 
also has an enormous surplus, and one 
sees something of the magnitude of the 
problem that is going to be dropped into 
the lap of only one of the stabilization 
corporations that will have to be set up. 
Perhaps the very fact that such a 
stabilization corporation is in position 
to function may have a_ steadying 
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effect on the market. It is interesting 
to note what effect the passage of this 
bill by Congress had on the wheat 
market a few weeks ago. Wheat in 
early June had fallen for the first time 
in years below the dollar mark, even 
down to a pre-war level and lower. This 
situation was supposed to reflect the 
effect of the threatened surplus that 
hung like a pall over the market. But 
the day Congress passed this marketing 
act, the price rallied eleven cents a 
bushel. Was there any less surplus in 
sight the day the bill passed than there 
was the day before? 

Markets respond to _ psychological 
stimuli as do individuals. The very fact 


that the government has now definitely 
stepped into the breach with all of its 
resources available to make the new 
plan work will exert undoubtedly a 
strong stabilizing effect on the situation. 

It would be presumptuous to forecast 
what the ultimate effect of the new act 
will be. It can, however, be definitely 
stated that in the present plan much of 
the philosophy that had been so dras- 
tically criticized as economically un- 
sound has been eliminated. The exist- 
ing plan is worth trying. It will un- 
doubtedly cost the Federal treasury no 
inconsiderable amounts of money, but if 
it produces the hoped-for result it will 
have been well worth while. 
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Bank Mergers 


(Continued from page 109) 


mergers today in manufacturing are 
mostly those where some gain can be 
made in large scale marketing and dis- 
tribution. 

Probably the most expert cost accoun- 
tant could not answer this question with 
regard to banks. He could not fairly 
compare large and small banks because 
the types of business and nature of cus- 
tomers would vary so widely. Nor could 
costs befure and after the merger be 
used as a basis of comparison. The 
immediate result of mergers is usually 
increased costs. Considerable reorgani- 
zation is necessary. Old habits hamper 
the new concern. Cften times as much 
as three years must elapse before the 
new concern is actually functioning effi- 
ciently. 

But no elaborate cost study is required 
to arrive at certain tentative conclu- 
sions concerning the effect of bank merg- 
ers on bank costs. By far the most im- 
portant element in banking cost is in- 
terest paid. This would certainly not be 
reduced by combination. The _ items 
which might be reduced, the actual op- 
erating cost, are but a fraction of the 
total. Here reduction would doubtless 
take place if the banks merging had 
been so small that the employees could 
not specialize on specific tasks. But if 
the consolidating banks are large, they 
have probably already reached the point 
where all economies from division of 
labor have been obtained. Such a mer- 
ger might result in increased cost due to 
sheer size, with its tendency toward 
lack of interest among employees, in- 
creased need for supervision, and the 
increased number of accounts, files, and 
the like. Certainly, the uncertain re- 
ductions in operating cost do not repre- 
sent a significant element in the analysis 
of bank mergers. 


Lending Capacity Extended 


is one type of bank merger 
which offers more promising econ- 
omies—that which brings together dif- 
ferent types of banking activity. While 
the actual number of such mergers i> 
not great, they are extremely important. 
The merging of concerns whose pri- 
mary interest is commerciai banking 
with trust companies and investment 
houses brings together under central- 
ized control activities which are very 
closely related and supplementary. In 
such instances, the gain in effective op- 
eration may be large. 

While the organization of institutions 
for extending credit cannot affect the 
demands for credit by borrowers, it can 
influence the ease with which such de- 
mands can be met. Perhaps the clearest 
instance of gain relates to the law limit- 
ing the size of loans by any nationai 
bank to a single borrower to ten per 
cent of its capital and surplus. While 
there are various methods of circum- 
venting this regulation—by the bank by 
accepting notes to be sold elsewhere, by 
the borrower by having accounts in sev- 
eral banks—the regulation is doubtless 
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a real inconvenience at times. Bank 
merge?s, With resulting increased capi- 
talization, thus extend the legal lending 
capacity of the single institution. 

But much more significant is the effect 
on the ability of banks to extend credit on 
a given base of resources. We may think 
of the extension of credit as limited at 
three distinct points. The entire system, 
including the Federal reserve banks, is 
limited by the legal requirements of gold 
reserves. To be sure, by payment of 
certain penalties, even the forty per cent 
reserve against Federal reserve notes 
and the thirty-five per cent reserve 
against member bank deposits may be 
disregarded by the Federal reserve 
banks. Nevertheless, the amount of 
gold is the ultimate limiting factor. But 
before this limit is reached, another may 
express itself—the willingness of the 
Federal reserve banks, in accordance 
with the policy determined by the Fed- 
eral Reserve Board, to rediscount or 
loan, thus creating the member bank 
deposits necessary for any considerable 
credit extension. But there is an earlier 
limit which checks any bank which en- 
deavors to expand out of line with the 
other members of the banking system 
This expressed itself through adverse 
clearings. 


Outside Aid Required 


HE importance of this keeping-in- 

line of the member banks can _ be 
easily illustrated. Let us assume that 
two reserve city national banks each 
have net deposits of $100,000. The re- 
quired reserve for each is therefore a 
$10,000 deposit with the Federal reserve 
bank, but assume that both have twice 
the required amount, or $20,000. Sup- 
pose Bank A extends a loan of $50,000. 
As long as this appears among its own 
deposits, the reserve is more than ade- 
quate. But if $10,000 is drawn out and 
deposited in Bank B, the adverse clear- 
ings against Bank A will reduce its le- 
gal reserve to below the minimum. Its 
reserve is insufficient. 

If both Bank A and Bank B had ex- 
tended loans of $50,000, the clearings 
would have tended to balance, and there 
would have been no difficulty about the 


extension of $100,000, where the smaller | 


amount, done by a bank out of line, was 
impossible without outside aid. A 
merger of Bank A and Bank B would 
make possible the maximum utilization 
of their resources in the extensions of 
credit. 

If we carry this idea to the extreme, 
it may be clearer. If all national banks 
merged until there were but one bank- 
ing institution, it would utilize any in- 
active resources in various branches to 
meet the requirements from other sec- 
tions. It would not be compelled to seek 
aid from the Federal reserve banks 
until all the resources outside the Fed- 
eral reserve banks had been put to use. 
Today, there may be many banks quite 
able to extend credit while others are 
forced to seek Federal reserve aid be- 
cause they have expanded more rapidly. 

There is one additional aspect to 
the problem. It is a generally estab- 
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lished principle that the larger the bank 
and the more diversified its interests, 
the smaller the proportion of its assets 
which must be kept in cash or some 
other readily liquid form. Therefore, 
mergers will in most cases, by increas- 
ing the size and extending the scope, 
release some funds which were neces- 
sary for each bank as individuals to hold 
as secondary reserves. Such funds can 
now be used as the basis for further 
credit extension. 

The increased ability to utilize re- 
sources and to extend credit is a very 
important corollary of the merger move- 
ment. It is an offsetting factor in con- 
sidering the possible future inadequacy 
of gold reserves. 

An important implication with re- 
gard to the powers of the Federal Re- 
serve Board arises from the previous 


discussion. Mergers will permit greater 
extension of credit by individual banks. 
But actual control by the Federal Re- 
serve Board, disregarding the indirect 
controls of publicity and advice, does 
not exist until the member banks find 
it necessary to rediscount with the Fed- 
eral reserve banks. If member banks 
are able to prolong the period of credit 
extension without Federal reserve as- 
sistance, they also to the same degree 
maintain their freedom from Federal re- 
serve control. 

But there is one further bearing 
which these mergers may have upon the 
authority of the Federal Reserve Board. 
Underlying the establishment of the Fed- 
eral Reserve System in 1913 was the be- 
lief that, with some 20,000 banks in the 
country, an agency was needed to cen- 
tralize banking policy. It should act 
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BONDS 


for the general welfare in business and 
industry rather than for its own gain, 
and it presumably was created with 
power to enforce its decisions. But the 
children who were so easily chaperoned 
at first have grown rapidly. The banks 
of the country have decreased in num- 
ber and increased in resources. And the 
chaperone has been demonstrated not to 
be all-powerful. Its policies have been 
questioned and its ability to enforce 
them challenged. The continual growth 
of banking institutions increases the em- 
barrassment of the board. Its position 
promises to become more and more diffi- 
cult, particularly when it may chance 
to differ in policy with bankers whose 
individual salaries exceed those of the 
entire Federal Reserve Board, and with 


SHORT TERM NOTES » 


ACCEPTANCES 


banks which are able to carry on their 
transactions without Federal reserve 
aid. 


Swiss Lead in Wealth 


HE Swiss are the most prosperous 

people in the world. The per capita 
wealth of their nation is $3,126.90, ac- 
cording to a new edition of the economic 
chart compiled annually by Redmond & 
Co. of New York. Next in order of 
per capita wealth are New Zealand, 
$3,029; United States, $2,908; Canada, 
$2,770; Australia, $2,710.50, and Great 
Britain, $2,677.70. Of the forty-nine 
major countries listed, Soviet Russia is 
at the bottom with $215.60. 
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Changes in British 
Economics Near 
(Continued from page 111) 


ment of private American funds to Eng- 
land for plant construction, ete., would 
undoubtedly take place. 


Speeding Up Business 


S° unemployment, the dole system and 
‘ all the attendant ills may be finally 
wiped out of English economic life by 
the adoption of a few American slogans, 
such as “Pay as you ride.” The im- 
portant thing that the British are learn- 
ing is that they should ride—just how 
they pay for it being immaterial. It is 
the speeding up of the tempo of busi- 
ness that brings prosperity, the ability 
to make a dollar’s worth of credit work 
three times where it had great difficulty 
in working once before. 

These and many other principles of 
business which have become almost sec- 
ond nature to Americans today are just 
now beginning to find acceptance in En- 
gland. Once the ball is started rolling 
in the other direction, once employment 
begins to rise and men, instead of being 
millstones around the neck of the state, 
begin to get out and do for themselves, 
the ultimate solution will not be difficult. 
The principal effort needed is to make 
the initial push that will place hundreds 
of thousands of men, long in poverty on 
the dole, in positions where they can 
earn three or four times as much. Once 
this is accomplished, even in a small 
way, whether through the inauguration 
of public works construction, the en- 
couragement of new industries or both, 
the worst will be over. 

It is this start which the new Labor 
government feels itself impelled to give. 
Whatever, the results, a new theory has 
been evolved in dealing with the un- 
employment problem and it bids fair to 
change the whole economic structure of 
England. 


The Family Business and 


Life Insurance Trusts 
(Continued from page 114) 


MPORTANT as the matter is, the in- 
sured’s duty is not limited to the cre- 

ation of a life insurance estate. Almost 
equally important is the need, in the 
interest of family protection, for a defi- 
nite plan of conservation of that which 
has been created. As has been aptly said 
the “insurance itself needs to be insured.” 
Otherwise the very purpose of the insur- 
ance may be defeated. The unrestricted 
giving of $50,000 of life insurance pro- 
ceeds to widow and children is usually 
equivalent to a checking account with 
freedom to draw at will. 

Family uncertainties by no means end 
with the death of the family head. As a 
matter of fact, many of the greatest 
family gambles must be faced thereafter. 
These it is the purpose of the life insur- 
ance proceeds to meet. But that may be 
counted upon only if such proceeds are 
protected under the control and manage- 
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ment of a corporate trustee with discre- 
tionary power and organized and quali- 
fied to render such a special service. 
Conservation of insurance proceeds 
through the medium of life insurance 
companies versus conservation through 
banks and trust companies has been the 
subject of much argument. Yet the ques- 
tion seems comparatively simple if we 
but classify the needs of various types of 
families. A four-fold classification seems 
helpful to a proper understanding. 


Four Groups of Families 


NE group of families comprises 

those whose property and insurance 
is so small as to confine the standard of 
life to the realm of bare subsistence. If 
the principal of the insurance is to be 
exhausted through a “life income plan,” 
the life insurance company service alone 
is available, because trust companies can- 
not do an annuity business. If, however, 
the principal is to be kept intact, either 
of the two institutions will serve about 
equally well. Only the barest necessities 
of life are available, and it is not a 
question of meeting abnormal family un- 
certainties following the death of the 
family head. The insurance is usually 
limited to one or two companies and trust 
companies, moreover, are not particularly 
disposed to handle this type of case. 

Another group of families is so situ- 
ated that there is no need for the con- 
servation and ultimate transfer of prin- 
cipal to others following the death of 
present beneficiaries. An annuity for 
life, of the largest proportions, fulfills 
the insured’s purpose. Such cases clearly 
fall within the province of life insurance 
company administration. Even after a 
life insurance trust has gone into opera- 
tion, changing circumstances may later 
make an annuity the logical course to 
recommend. In that case service requires 
that the trust company should terminate 
the trust and transfer the proceeds back 
to a life insurance company for adminis- 
tration under an annuity plan. 

Still another group represents the afflu- 
ent, where the property and life insurance 
are so large as to clearly protect the 
family against any conceivable discom- 
fort following the death of the insured. 
Here the life insurance proceeds may be 
left with the life insurance company in 
part. But the items of property are usu- 
ally so numerous, and the life insurance 
policies so many and in so many differ- 
ent companies, that the insured has a de- 
sire to unify his entire estate (property 
and policies) under a single corporate 
trustee organized to exercise a close per- 
sonal supervision. Insurance companies, 
operating nationally, are not in position 
to render this close supervision in the 
same advantageous way that trust com- 
panies are. 


The Bank and Trust Company 
Service 


fourth group of families deserves 
our special consideration. It com- 
prises the vast middle class. Here the 
standard of living falls within the realm 
of the mental economics, as distinguished 
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The Greater Wastes 


The Greater Wastes are the wastes of mind, 
not of matter—wastes of mental energy rather 
than in material things. Fear, doubt, uncer- 
tainty, indecision, procrastination are the unli- 
censed robbers in every mental territory. But 
the greatest mental waster of them allis worry. 


These greater wastes seem greater in Busi- 
ness because, of a!l human activities, Business 
presents the closer, more visual, and more 


material check-up. 


While Modern Accountancy is no cure-all 
for the Jack of mind— it is a stop-cock for 
these greater mental wastes. Its enlightened 
perception of the practical meaning of facts 
and figures—its orderly application of System 
and Method in Management, the assurance 
of its Detailed Audit, the guide of its Budget, 
its light on Costs—and, above all, the security 
of its Control, are lessening every day the 
Sreater wastes. 
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from bare subsistence, and yet does not 
reach the stage of affluance. The prop- 
erty and insurance are such as to take 
care of a bare normal, but are not large 
enough to meet the abnormal contingen- 
cies that may arise following the in- 
sured’s death. Here it behooves the in- 
sured, while yet alive, to arrange for the 
adequate protection of the insurance 
estate under a corporate trustee with dis- 
cretionary power to act if and when the 
contingencies arise. And how numerous 
these contingencies are! A higher edu- 
cation is desired for the children, yet its 
cost has doubled in recent years. One or 
more serious illnesses may occur in rapid 


succession, when the use of part of the 
principal would be clearly justified in 
bringing the victims back to a state of 
health. One or more funerals, with their 
heavy costs, may occur in rapid succes- 
sion. Unforeseen legal difficulties may 
occur. A daughter may be coming back 
home, thus requiring a period of finan- 
cial readjustment. Distribution of the 
principal to certain heirs upon the attain- 
ment of certain ages may have been pro- 
vided for, and yet when the time arrives 
that course be highly inadvisable. More- 
over, there is the necessity for protection 
of the principal against wasteful expen- 
diture, and unwise investment. 
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Investment Cycles 


Many investors from time to time favor almost exclusively 
certain types of investments—either senior obligations such as 
bonds or debentures, or junior securities such as preferred or 


common stocks. 


Regardless of changing “fashions” in the 


investment field, however, sound principles demand a_ high 


degree of diversification. 


Through our originations of all classes of investment securities, 
we can offer to our clients a completely diversified list, includ- 
ing Municipal Bonds of several states, Corporation Bonds, 
Joint Stock Land Bank Bonds, Land Trust Certificates and 


and Preferred and Common Stocks. 


We shall be glad to assist you in the proper 
diversification of your investment account. 
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These are only some of the many fam- 
ily uncertainties that arise after the in- 
sured’s death. He could not foretel! them 
in advance. He is able to take care of 
the normal only, and yet should not be 
blind to the possibility of abnormal hap- 
penings. While yet alive, he could exer- 
cise his judgment and discretionary ac- 
tion to meet such events. But that judg- 
ment and action died when he died. That 
action is the vital thing in the family 
picture, and he should appreciate the im- 
portance of entering into a trust arrange- 
ment whereby a corporate trustee will 
promptly, upon his death, exercise the 
judgment and discretionary power which 


he no longer can extend to his family. 
A life insurance company cannot exer- 
cise such discretionary power to meet 
abnormal contingencies. The big ques- 
tion is flexible administration versus the 
inflexible. No man has a moral right to 
tie his family hard and fast with an in- 
flexible income when the same is only 
sufficient to meet the bare normal. Judg- 
ment must be exercised at times, just as 
it was when the insured was alive. Con- 
tinuity with respect to the matter is 
highly important, and trust companies 
are legally empowered and economically 
organized to render the service. 


Safe Substitutes 


(Continued from page 117) 


constitutes a proportional ownership in 
the strongest corporations in the coun- 
try, in a highly marketable form, surely 
is good security for any loan. 


Eight Possibilities 


ONVERTIBLE bonds have proved to 

be a life saver for many bank bond 
accounts. They have shown a splendid 
appreciation in most cases and a phe- 
nomenal increase in price in several 
cases. Convertible bonds constitute a 
sort of hedge for the bond account. A 
conservative number may well be in- 
cluded in a bank bond account. Needless 
to say, they usually bear watching and 
should receive daily attention from the 
officer in charge of the bond account. 
Trading profits may be derived. by care- 
fully following the market on this type 
of bond. 

Some eight possibilities have been 
given for the investment of bank funds 
when bonds are suffering from a general 
decline. The proportionate amount of 
each type of investment will depend on 
the amount of commercial business, sea- 
sonal and weekly fluctuations, Federal 
reserve membership, and the prejudices 
of the board of directors. The types of 
investment that best fit the individual 
bank should be selected and the avail- 
able bond funds invested. 


The Bond Reserve Account 


bond account is run and regardless 
of the care taken in selecting the bonds, 
a number of the bonds held by a bank 
will show a market depreciation. This 
is especially the case during a time in 
which all bonds are under pressure. 
Some banks make an estimate of the 
market depreciation of their bonds and 
set up a reserve accordingly. But this 
is frequently impossible during a period 
of severe decline in bond prices. For 
instance, at present the average decline 
in good bonds during 1928 and 1929 is 
6 per cent. Hence, on a bond account of 
$5,000,000 a reserve of $300,000 would 
have to be set up. This would be a se- 
vere blow to any bank. Hence, some 
banks today have the following plan: 
A certain sum is put into a bond reserve 
every month. And in addition one-third 
to one-half of all profits from the sale 
of bonds goes into the reserve fund. In 
this way the figure at which the bond 
account is carried is constantly cut down. 
Thus when ten convertible bonds are 
purchased at par and are sold at 180 
the bond reserve is increased $4,000, pro- 
vided one-half of the profit is put into 
the bond reserve fund. This has the 
same effect as writing off five points on 
$80,000 in bonds purchased at par and 
selling five points below their cost price. 
In this manner the prosperous years will 
carry the lean years, because during a 
period of high bond prices a substantial 
profit should be made monthly and a 
reserve built up that will be a bulwark 
against a period of declining prices. 
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Make More Money 
(Continued from page 108) 


b) On all checks of over $10 a minimum 
charge of 15 cents per $100 or frac- 
tion thereof. 

) Exceptions: When a corporation, firm, 
or individual deposits a sufficient 
volume of items so that the total 
charge thereon is equivalent to $9 
per $1,000 or more, it shall be dis- 
eretionary with the receiving bank 
to make a flat charge per $1,000; in 
such event, however, the minimum 
flat rate to be $9 per $1,000. 

Charges on checks drawn upon Min- 

olis, St. Paul, South St. Paul, Chicago 


id ‘Ne w York shall be discretionary with the | 


colleeting bank. 


Another Schedule Used 


S EVEN counties and the Northern 
Minnesota Clearing House Associa- 
tion and the Northwestern Minnesota 
Clearing House Association, comprising 
about twenty banks each, and several 
f other towns in the state, operate under 
the following schedule: 
On checks and drafts collectible through the 
Federal reserve bank— 
all items of $25 or under—5 cents. 
all items over $25 and up to $100—10 
cents. 
ali items over $100 and up to $200—15 
cents. 
On all items over $200 the following schedule 
shall apply except that the minimum 
charge shall be 15 cents. 


On 
On 


On 


17 cents per $1,000 on items collectible one | 


day after receipt. 

34 cents per $1,000 on items collectible two 
days after receipt. 

50 cents per $1,000 on items collectible three 
days after receipt. 

67 cents per $1,000 on items collectible four 
days after receipt. 

83 cents per $1,000 on items collectible five 
days after receipt. 

$1 per $1,000 on items collectible six days 

after receipt and 17 cents per $1,000 

for each additional day thereafter. 

all checks 

through the Federal reserve bank on 

which the drawee bank makes an ex- 

change charge the above rates apply in 


On 


and drafts not collectible | 


addition to the exchange charged by the | 


drawee bank. 

While these charges are specific for 
each class of items, they are, in fact, 
based upon interest rates. 
rates on small items, which include a 
certain amount of margin for the cost 
of handling such items, it can readily 
be seen that the rates charged in the 
Minneapolis and St. Paul banks are, in 
fact, roughly 4 per cent interest on the 
items for the time they are in the proc- 
ess of collection, while in the country 
banks the rate is 6 per cent. On the 
basis of the rates scheduled, the St. Paul 
and Minneapolis banks collect over $500,- 
000 a year in float charges. What these 
charges mean to the income of country 
banks can be appreciated from the fact 
that fifty-eight banks in towns ranging 
in population from 10,000 to 100,000 
population, with a total capital of 
$1,562,000 and total commercial deposits 
of $6,287,000, and operating on the coun- 
try bank schedule above given, collect 
from float charges $46,545 a year, which 
amounts to 3 per cent of their total 
capital and % per cent of their total 
commercial deposits. 


What Can Be Done 


star examples of what can be ac- 
complished by the float charge in 


AS 


rural banks, the Northern National Bank 
of Bemidji, in a town of 8000 population, 
capital 

$325,000, 


commercial 
in the 


$50.000, 
earned 


deposits 
year ended 


Disregarding 
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of the longest banking cor in 


March 31, last, $3,300 on float charges, 
which is 6.6 per cent of the bank’s capi- 
tal and over 1 per cent of its total com- 
mercial deposits. During the current 
year the rate of float earnings is run- 
ning 7.2 per cent of the bank’s capital. 
The First National Bank of Thief River 
Falls, a town of only 5250 population, 
capital $50,000 and commercial deposits 
of $165,000, earns $2,750 a year from 
float, 5.5 per cent on its capital. As 
above noted, a bank in Parkston, S. Dak., 
is collecting from 10 per cent to 14 per 
cent of its capital annually in float 
charges. 

The successful manner in which these 
and other banks have prevented losses 
and effectively increased their earnings 


by the imposition of float charges natu- 
rally is exciting the interest, and per- 
haps the cupidity, of the banking world, 
and this interest is resulting in a con- 
siderable movement among banks gen- 
erally to adopt some system of float 
charges. However, it should be noted 
that all the banks which have so far 
failed to adopt float charges do not sub- 
mit to all the losses which that fact 
might imply. ‘Many individual banks 
and many groups of banks all over the 
country, for instance, follow the sound 
rule of not crediting the’ proceeds of an 
out-of-town check until they have actu- 
ally been collected. This in itself in- 
volves extra trouble and expense which 
properly should be charged for, but it 
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A °°STAINLESS?? VAULT 


the Fidelity Philadelphia 
Trust Company 


ETAL surfaces in this 
vault radiate beauty... 
Stainless Steel, the incorrupt- 
ible... Many times tougher 
than ordinary steel and posi- 
tively immune to rust, tarnish 
and corrosion. 
Stainless Steel has enduring 
beauty, 


its brilliant lustre 


lasts forever, no polishing is 


ever required ... Defying 
weather, wear and tempera- 
ture, it offers new possibilities 
in every line of business... 
possibilities that have become 
actualities in Vault linings, 
Safe deposit box doors, Golf 
clubs, Cutlery, Automobile 
parts, and numberless other 


products. 


Genuine Stainless Steel is manufactured only under the patents of 


AMERICAN STAINLESS 


STEEL COMPANY 


Commonwealth STAINLESS Pittsburgh, 


Building 


Penna. 


STAINLESS STEEL 


at least removes the factor of an ad- 
vance of funds. Many individual banks 
also make a charge for collecting out- 
of-town checks. 

Analysis of the several systems of 
float charges in operation in various 
parts of the country indicate two factors. 
The first is that of a fee or remunera- 
tion to a bank for the additional trouble 
and expense involved in the collection 
of out-of-town checks; the second is that 
of interest upon funds advanced a cus- 
tomer-depositor in crediting him with 
funds before they are actually received 
by the bank. Extra trouble and expense 
are involved in every case of the deposit 
of an out-of-town check for collection. 


The matter of interest depends upon 
whether there is any actual advance of 
funds and several other considerations. 


Can Claim Too Much 


i is possible to claim too much in the 
matter of float losses. There is a 
certain amount of “backwash” in the 
transfer of funds, and while a bank may 
be “out” a considerable sum in the total 
of out-of-town items credited and not 
collected, it usually is “in” considerable 
sums in the way of checks drawn upon 
it and cashed or deposited in other places 
and not yet charged to the account of 
the drawer. Some bankers claim that 
such cross currents of float cancel each 
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other, and undoubtedly there are some 
cases in which this is true. 

However, the fact remains that in 
crediting an out-of-town item before it 
is collected a bank is potentially out 
the amount of the item; it is really 
advancing such amount to the depositor 
for from one to ten days or longer in 
anticipation of repayment. That is a 
very definite fact and is a matter which 
concerns the bank and the customer so 
favored. On the other hand, the amount 
of float in checks drawn upon the bank 
is a matter between this particular bank 
and other banks which receive them. It 
involves the trend of local or domestic 
exchange, keeping up city balances, re- 
gional or other clearinghouse charges, 
and other problems. In giving imme- 
diate credit to the account of a depositor 
of an out-of-town check, a bank advances 
funds, runs a risk of collection, and 
grants a real service to the customer 
which is independent of and separate 
from its responsibilities to other banks. 
Whatever advantage there may be to 
a bank in the float of its own checks 
cashed or deposited in other places is 
largely offset by the additional cost of 
crediting such checks to banks in other 
places, often in fact involving an actual 
transfer of currency. Of course much 
depends upon the trend of local exchange 
in cross current float. That is the risk 
of the banker, not the depositor or the 
drawer of the check. In any event it is 
evident that wherever there is an ad- 
vance of funds or other service it should 
be paid for. 

The entire question as to the charging 
of loss by float, or, in other words, to 
charge customers for services thus ren- 
dered by a bank, rather than to continue 
to absorb the loss or cost of such ser- 
vice in other operations, as has been the 
general custom in the past, is merely 
the question of whether or not banks 
can afford to continue to give something 
for fancied good will or to meet com- 
petition, and whether or not it is good 
policy and sound banking to do so. It 
may be assumed that the cost of re- 
ceiving or paying out actual currency 
or perhaps local checks is properly 
chargeable to ordinary overhead in 
banking. The reception of any other 
item over the counter, however, involves 
other factors. Even in the case of local 
checks and credits there are certain ad- 
ditional costs involved in the collection 
of such items either through the local 
clearinghouse or otherwise. In the case 
of out-of-town checks, these additional 
costs are increased. 


Basis for Just Charge 

XPERTS calculate that on an aver- 

age it costs from three and a half to 
four cents to receive an out-of-town item 
over the counter, run it through the 
transit department, get it into the mails 
for collection, and get returns. Where 
such items are at once credited to the 
depositor’s account, which was once an 
all but universal practice and is still a 
quite general practice, the bank poten- 
tially loses interest on the amount of 
the deposit until it is collected. The 
actual and just basis for a float charge. 


— 
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therefore, is the additional cost of col- 
lecting out-of-town items plus the inter- 
est on funds placed at the disposition 
of the depositor before the money has 
actually been collected. This interest 
factor is larger than might at first 
appear. An average float of $10,000 
each day, running an average of three 
days (Sundays included), for collection 
means an actual outlay of $30,000 each 
day in the year, or at 6 per cent, a loss 
of interest of $1,800 per year. 

There are a good many banks that 
advocate a flat charge, say of five cents, 
on each out-of-town item as a convenient 
and inexpensive method of making good 
this loss, but a little reflection will show 
that this method, while convenient and 
while it doubtless would go a long way 
toward covering the loss in the average 
bank, is essentially unfair. There is 
very little difference in the actual cost 
of collecting a large or a small out-of- 
town item aside from the loss of interest. 
The absolutely fair manner of making 
the charge would be to assess this cost of 
collection common to all items, large and 
small, and then assess the proper inter- 
est charge. This method is, in fact, the 
basis of the rather advanced system gen- 
erally adopted by a large proportion of 
the banks in Minnesota. Of course, in 
the pure theory of banking, no item can 
properly be credited a depositor until 
it is actually collected in cash or placed 
to the credit of the receiving bank at its 
option. 

So long as American banks find it 
either convenient to themselves or nec- 
essary for the accommodation of their 
customers to credit out-of-town checks 
immediately upon deposit and at par, 
there remains for them no alternative, 
to prevent loss, than to make a charge 
for collection, including interest, upon 
the funds they have thus advanced dur- 
ing the period of collection. 


Bank Mergers 


(Continued from page 122) 


McFadden Act to be unconstitutional in 
this particular respect. The case went 
before the Supreme Court of the United 
States. on appeal by the Worcester Coun- 
ty National Bank. Intervention on be- 
half of the bank was entered by the 
Federal Reserve Board. the Comptroller 
of the Currency and the Continental Na- 
tional Bank and Trust Co. of Chicago. 
Aside from the legal points involved, 
Newton D. Baker, counsel for the Worces- 
ter County National Bank, pointed out 
the menace to the national banking 
system of an adverse decision. He said: 
“We have shown that the legislation here 
under examination is necessary for the pres- 
ervation of the National Banking System, 
since without it the federal government 
would loss those indispensable federal in- 
strumentalities through their consolidation 
with state banks and trust companies under 
state charters instead of under national 
charters. We, therefore, submit that the 
legislation is not only appropriate, but is nec- 
essary to the preservation of the National 


Banking System and of the Federal Reserve 
System, and is clearly constitutional.” 


The Supreme Court on May 13 re- 
manded the case to the Massachusetts 
courts, 


holding that the consolidated 
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$1.669.406.00 


Collected 
Free in 1928 


This was the amount collected by us under the 
terms of our “10-day free service” clause. This large 
sum was recovered for our policyholders without any 


cost to them. 


And further it was only 16% of the 


total amount collected from debtors during 1928. 


American Credit Insurance 


speeds up the collections of Manufacturers and 


Wholesalers through our organization of trained 
specialists, operating in 15 Collection Service Offices 
located in strategic cities of the United States and 


Canada. 


And this is all in addition to the fundamental func- 
tion of protecting their book accounts against abnor- 
mal, unexpected bad debt losses. 


Bankers, isn’t this service worth recommending to 


your patrons? 


AMERICAN 


CREDIT~- INDEMNITY Co. 


OF NEW YORK 


J. F. FADDEN, 


Offices in All Leading Cities 
New York, St. Louis, Chicago, Cleveland, Boston, 


San Francisco, 
Detroit, 


Philadelphia, 
Atlanta, Milwaukee, Etc. 


Baltimore, 


In Canada—Toronto, Montreal, Etc. 


bank should have applied to the probate 
court for the power to act as trustee. 
Chief Justice Taft, who rendered the 
opinion, said it was necessarily intended 
by Congress that executorships should 
pass by the merger of banks, and that 
an executor should be appointed by the 
Massachusetts court. Were an applica- 
tion made by a consolidated bank to the 
Massachusetts probate court it would be 
possible to bring both the Massachusetts 
banking law and the McFadden Act into 
harmony. 

HAIRMAN McFADDEN, author of 

the act, termed the decision a blow 
to the national banking system. He 
felt that the state courts, where the con- 
solidated banks must apply for appoint- 


ment to carry on various fiduciary busi- 
ness, were likely to favor the state banks. 

“As I interpret it,’ said Mr. McFadden, 
“the decision deprives national banks of 
a part of the right intended to be con- 
veyed to them under the consolidation 
and conversion sections of the McFadden 
Act.” 

There remains hope, however, he said, 
in the fact that the case has been re- 
manded to a lower court for further find- 
ings. The whole proceeding may in time 
come back to the Supreme. Court. 

A final decision in favor of the Massa- 
chusetts contention cannot stop the 
merging of banks, which is an economic 
movement, but it might materially 
weaken the national banking system, 
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One 
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Voorhees, 
Gmelin & Walker 
Architects 


Sargent 


Rochester 


Company 
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Securities, valuables and a 
large part of Wall Street’s 
millions will be guarded 
in the huge vaults of this 
great banking institution 
by Sargent & Greenleaf 
Time and Combination 
Locks. 


& Greenleaf Inc. 


4/863 


ah 


New York 


if not the Federal Reserve System. 
Banks do not leave the Federal Reserve 
System because they operate under state 
charters. They may leave, however, at 
their option, which a national bank can- 
not do. How great the menace is to the 
national banking system is shown by a 
few figures. 

From Nov. 1, 1923, to Jan. 15, 1929, 
state banks and trust companies ate up 
467 national banks. National banks 
which have surrendered their charters in- 
clude the Bank of Commerce, the Sea- 
board National. the Chemical National, 
the Hanover National, the Irving Na- 
tional and the American Exchange Na- 
tional, all of New York; the Continental 


National Bank & Trust Co. of Chicago 
and the National Bank of Commerce of 
St. Louis—all large institutions which 
have become still larger under state char- 
ters. In this absorption of national 
banks by state institutions branch bank- 
ing has been extended in a way never 
possible before. 

It is in these larger and more recent 
mergers that chief interest centers, both 


Merger 
National City 
Guaranty Trust........... 
Continental-Ill. 
Hanover 


Capital 
$220,000,000 
184,000,000 
170,000,000 
141,000,000 
100,000,000 


Total $815,000,000 
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from the point of view of economics and 
from the point of view of the smaller 
banks which fear loss of identity, and 
more particularly the competition of 
branches of their big sisters. Recent 
consolidations have resulted in banks 
that are comparable with the Big Five of 
England. 


Rivalry Grows Keen 


eS a bit of rivalry, outside of 
economic demand, has been a factor 
in some of the later movements. The 
National City Bank of New York, partly 
by absorption, but mostly by increase of 
capital, has for many years been the 
premier bank in the United States. Re- 
cently it was overtopped by new merg- 
ers, but the lead was not lost for long. 
In this case, in the taking over of the 
Farmers Loan and Trust Co., the na- 
tional charter was retained, while the new 
functions acquired by the method of 
amalgamation involved absorption of the 
stock of the trust company without loss 
of the state charter. 

The National City, therefore, remains 
at the top of the list in capital, deposits 
and resources. It is followed by the 
Guaranty Trust Co., the Continental 
Illinois Bank and Trust Co., the Chase 
National, the Hanover-Central Union and 
The Equitable Trust-Seaboard National 
combination. 

The National City Bank in one other 
respect outstrips its rivals. It has eighty- 
nine branches in twenty-three foreign 
countries, and through its security sub- 
sidiary, the National City Co. has invest- 
ment offices in fifty American cities. 

Comparison between the English Big 
Five and the American Big Five cannot 
be exact, because of the difference in 
dates for which figures are available. The 
figures already given for the British 
banks are as of October, 1926. The fig- 
ures for the American banks are more 
recent, but not in all cases of even date 
among themselves. They show capital 


| roundly of $815,000,000 and deposits of 


over $5,000,000,000, much greater than 
the English five in capital, but far short 
in deposits. Approximate figures for the 
units of the American five are: (See 
table below). 

Neither the English Big Five nor the 
American Big Five can be saddled with 
the charge of being a money trust. 
Among themselves they are rivals and 
competitors and in each case rivals large 
and small are in the field. In New York 
alone other big mergers have taken 
place, though they have not attained 
equal size. Other banks in New York 
which carry deposit lines in excess of 
$200,000,000 are the First National, the 
Irving Trust Co., the Bankers Trust Co., 
the Equitable Trust Co., the Manufactur- 
ers Trust Co., the Seaboard National, the 


‘New York Trust Co., the Corn Exchange 


Bank, the Bank of the Manhattan Co. 


Resources 
$2,060,000,000 
2,000,000,000 
1,100,000,000 
1,300,000,000 
725,000,009 


"$7,185,000,000 


Deposits 
$1,470,000,000 
1,200,000,000 
900,000,000 
1,000,000,000 
590,000,000 


$5,160,000,000 


176 
| 
the heart | 
| 
of the | 
at 7 Nn 
rust 
at 


August, 1929 


the Bank of America, and the Chatham- 
Phenix National. 


Trend in Other Cities 


N other financial centers also the same 

process of merger and growth is evi- 
dent, in Chicago with a second big 
merger around the First National. In 
Philadelphia, Boston, New Orleans, St. 
Louis, Minneapolis, Denver, Seattle, Los 
Angeles and San Francisco, stronger and 
stronger institutions are emerging, one 
from many, with a preponderant trend 
from national to state charters, and near- 
ly always accompanied by growth in 
branches, 

The branch banking situation is cha- 
otic. It has probably been a really negli- 
gible factor in bank merging in this 
country. Its growth has been independ- 
ent of consolidations rather than a mo- 
tive for them. In the census of branches, 
941 are those of national banks, but ordi- 
narily a branch of a national bank is 
really not a branch. It is merely an 
extra office where money may be de- 
posited and checks cashed without the 
need for a trip by the customer to the 
main office. It is a convenience only and 
not a branch bank, except in a compara- 
tively few cases where state banks with 
already existing branches have gone 
over to a national charter. Branch banks 
under the laws of states which permit 
branch banking at all correspond more 
nearly in function to British branch 
banks. 

From all these mergers and expansions 
going on all over the country, 


nothing to fear so long as they serve 
well the communities in which they are 


established. The mergers are the result | 


of economic demand. As the country 
grows, so must its financial machinery 
grow. 
activities and interests are diversified. 
There is need and room for all. 


Call Loan’s Place 


(Continued from page 138) 


The depositors in such banks believe 
that because they have furnished the de- 
posits they should have preference in 
getting loans. They resent having their 
money sent outside of the community 
through its investment in bonds and se- 
curities or the purchase of commercial 
paper and believe that the funds in a 
community should be used for the im- 
provement of that community, especially 
for the improvement of the individuals 
who own the bank. They proceed to tie 
the bank’s funds up in long-time capital 
loans and unsecured personal loans and 
expect the bank to carry them until the 
business for which the money is bor- 
rowed is brought to a successful and 
profitable conclusion. If deposits drop 
the absence of a liquid secondary reserve 
is a serious matter. 


Between the Extremes 


ETWEEN these two extreme types 
of banks there are thousands of 
other banks which are not as strong as 
the first type, nor as weak as the second 


tre- | 
mendous as they are, unit banks have | 


But the country is vast and its | 
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available. 


Experience 


N 67 years of constant growing this bank 
has acquired experience that only length 

of service fully develops. Facilities here, and 
in more than too foreign countries, are 


We are equipped to give prompt, intelli- 
| gent service to even the smallest detail. 


The Foreman National Bank 
The Foreman Trust And Savings Bank 


La Salle and Washington Streets, Chicago 


| RESOURCES EXCEED 125 MILLION DOLLARS 


one. They represent the average of 
banking in the United States. While all 
of them have some liquid assets that can 
be turned into cash immediately to re- 
plenish falling primary reserves, they 
have also slow and frozen assets. 

Cash in bank, checks on other banks 
in the same place, and balances due from 
other banks that can be collected on 
demand constitute the primary reserve. 
This primary reserve includes the legal 
reserve which, in the case of members 
of the Federal Reserve System, is car- 
ried on deposit in a Federal reserve 
bank. 

What kind of earning assets are avail- 
able for a secondary reserve? 

If the bank is a commercial bank with 
the larger part of its deposits subject 
to withdrawal on demand and a smaller 
line of savings deposits subject to notice 


of withdrawal its secondary reserve 
could be built up of the following assets 
in the order named: 


1. Bankers Acceptances of the kind described 
in Section 613. Federal Reserve Act. 

2. Short-time, self-liquidating obligations is- 
sued _by merchants of undoubted worth 
covering the actual sale and transfer of 
staple products. 

3. Securities issued by the United States 
Government. 

4. Securities issued by the political subdivi- 

sions of the United States, provided they 

have a broad and ready market in which 
they can be sold without delay. 

5. Miscellaneous securities, including bonds, 
notes and debentures issued by successful 
corporations engaged in supplying neces- 
sary commodities and service, provided 
such securities have been seasoned by 
several years successful operation of the 
corporations which issue them and pro- 
vided also they have a broad and ready 
—— in which they can be sold without 
delay. 


ANKERS’ acceptances and trade 


paper are put at the head of the list 
because the demand deposits of mer- 
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TRUST COMPANY 


A MERGER OF 


Chemical Bank 
& 


Trust Company 


Founded 1824 


United States Mortgage 
& 


Trust Company 


Founded 1871 


Complete Banking and Trust Facilities 


DIRECTORS 


W. EMLEN ROOSEVELT 
ROOSEVELT & SON 

MORTIMER L. SCHIFF 
KUHN, LOEB & COMPANY 

ROBERT WALTON GOELET 
REAL ESTATE 

ARTHUR TURNBULL 
POST & FLAGG 

JOHN W. PLATTEN 
CHAIRMAN 


DARWIN P. KINGSLEY 
PRESIDENT, NEW YORK LIFE 
INSURANCE COMPANY 


CHARLES CHENEY 
PRESIDENT, CHENEY BROS. 
WM. FELLOWES MORGAN 
CHAIRMAN, MERCHANTS 
REFRIGERATING COMPANY 
ARTHUR ISELIN 
WILLIAM ISELIN & COMPANY 
WILLIAM H. WILLIAMS 
CHAIRMAN, MISSOURI PACIFIC 
RAILROAD 
CHAIRMAN, WABASH RY. CO. 


DONALD G. GEDDES 
CLARK, DODGE & COMPANY 


FREDERIC A. JUILLIARD 
A. D. JUILLIARD & COMPANY 


RIDLEY WATTS 
RIDLEY WATTS & COMPANY 


THOMAS WILLIAMS 
ICHABOD T. WILLIAMS & SONS 


PERCY H. JOHNSTON 
PRESIDENT 


CHARLES A. CORLISS 
PRESIDENT, LAMONT, 
CORLISS & COMPANY 


chants represent the credit of commerce 
and it should be used for commerce in- 
stead of invested in capital loans. Such 
paper has a short maturity and it can be 
rediscounted without loss, whereas capi- 
tal loans represented by bonds, notes and 
debentures, may have to be sold in an 
emergency for less than their cost. 

If the principal business of the bank 
is receiving savings deposits and the 
commercial feature is secondary, securi- 
ties of the three other classes named 
should head the list with United States 
securities first, because the savings of 
the people represent surplus capital with 
which the tools of production and dis- 
tribution and the instruments of service 
are purchased. 

Some may not approve this list and 
its arrangement with respect to the rel- 


EDWIN S. SCHENCK 
BANKER 


H. HOBART PORTER 
SANDERSON & PORTER 
WILLIAM A. PHILLIPS 
DILLON, READ & COMPANY 
JANSEN NOYES 
HEMPHILL, NOYES & COMPANY 


ROBERT GOELET 
REAL ESTATE 


LAMMOT DU PONT 
PRESIDENT, E. |. DU PONT DE 
NEMOURS COMPANY 
CHAIRMAN, GENERAL MOTORS 
CORPORATION 

W. C. LANGLEY 
Ww. C. LANGLEY & COMPANY 

FREDERIC STEVENS ALLEN 
APPENZELLAR, ALLEN & HILL 

A. J. COUNTY 
VICE-PRESIDENT, 
PENNSYLVANIA RAILROAD 


M. H. CAHILL 
CHAIRMAN, MISSOURI- 
KANSAS-TEXAS RAILROAD 


J. H. HILLMAN, JR. 
CHAIRMAN, HILLMAN COAL & 
COKE COMPANY 

GEORGE LEBOUTILLIER 
VICE-PRESIDENT, LONG 
ISLAND RAILROAD 


FRANK K. HOUSTON 
VICE-PRESIDENT 


N. BAXTER JACKSON 
V.CE-PRESIDENT 


SAMUEL SHAW 
VICE-PRESIDENT AND 
SECRETARY 


ative importance of the different classes 
of assets as a secondary reserve. They 
may insist that call loans to brokers se- 
cured by stock market collateral should 
head the list for the investment of both 
commercial and savings deposits. There 
is no doubt that up to the present time 
the stock market call loan has been the 
most liquid of all loans and under nor- 
mal conditions no superior form of sec- 
ondary reserve can be found. But as 
we are attempting to discuss fundamen- 
tal principles the call loan situation 
deserves brief attention. 

Stock market collateral consists of 
bonds and stocks, notes and debentures 
that have been issued to provide funds 
to buy the tools of production and distri- 
bution, to make permanent improve- 
ments and to provide working capital. 


Generally there is a broad and ready 
market for such securities and loans 
made to borrowers on such collateral 
are well secured by large margins. The 
borrowers know the rules of the game 
and when payment is demanded it is 
torthcoming. If the volume of such 
loans can be kept within reasonable 
bounds to the end that industry and 
commerce is not robbed of its rightful 
share of credit at reasonable prices, the 
balanced condition on which prosperity 
depends is not disturbed. But if the 
reverse occurs production and distribu- 
tion are slowed up and in the end all 
business is adversely affected. 


The Situation Today 


gene call loan situation today is a 
manifestation of a basic cause that 
has not been sufficiently studied and 
analyzed to enable us to determine 
whether it is a constructive and helpful 
force in our economic development or 
merely a gambling scheme. Some able 
students and thinkers contend that it is 
pure gambling, that it is a game of 
chance for immediate profit in which 
those who buy do so merely for the sake 
of selling again in order to bring into 
present use for their own advantage the 
future value which estimated earnings 
of corporations 5 or 10 years hence may 
give to the stocks which they have 
issued. Others, just as able, contend 
that it is an indication of the desire of 
thousands to become partners in corpo- 
rations that are making money through 
the rendition of valuable service and that 
the widespread interest in the stock 
market represents legitimate buying for 
investment. 

Others point out that the new era of 
mass production has developed new 
methods of financing and that many 
corporations in addition to getting their 
capital directly from the people through 
the issue and sale of securities without 
the intervention of banks are also get- 
ting the commercial credit they need to 
circulate their goods and services in the 
same way. 

A public service corporation, render- 
ing a valuable and growing service, 
needs new capital. It issues $10,000,000 
of new stock which is sold to the public 
and the money is turned over to the cor- 
poration to be used either as capital or 
commercial credit. If bank credit is 
used in any way to effect the transfer 
of new capital from the people to the 
corperation and the distribution of the 
corporation’s stock among the people, 
bank credit has performed a valuable 
service whether it finds expression in the 
usual type of secured call loan or in any 
other form. It has helped to create or 
renew the tools of production or service 
and at the same time provide a good 
investment for the savings or surplus 
capital of a number of individuals who 
become partners in the business and re- 
ceive in the form of dividends income on 
the capital they have invested. 


The Scramble for Stock 


FTER the new issue of stock has 
been absorbed the earnings of the 
corporations increase. A rumor is 
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started that increased dividends may be 
expected and soon, as a result of that 
rumor, the quoted price of the stock ad- 
vances until there is a_ well-defined 
movement in all of the corporation’s 
issues and the stock changes hands in 
large volume very rapidly. 


What is the motive of those who buy | 


the stock under such conditions? Who 
can look into the mind and heart of 
another and tell what is there? The only 
clue is some act committed or the spoken 
word, so none can tell why all who buy 
part with their money in return for the 


stock. Perhaps some are convinced that | 
they are getting a good investment. But | 


there is no doubt others buy only to sell 
again at a profit. The use of bank 
credit either through the medium of call 


loans or in any other direct or indirect | 


way to help those who buy an interest 


in a business only to sell at a profit does | 
not produce anything. The use of bank | 


credit to help one to buy a safe and 
profitable investment may be construc- 
tive to some extent, and bank credit has 
not fulfilled its highest destiny as a con- 
structive force unless through its use 


the sum total of wealth is increased. It | 


may be safe and expedient to use it to 
help to transfer title to a property right 


from one hand to another; but unless 
something new and useful is produced as | 


the result bank credit has not been used 
in a constructive way. 


A judicial appraisal of the call loan | 
situation as it exists today moves one | 


to hesitate to approve as a permanent, 
sound, economic principle the universal 
acceptance of call loans as a secondary 
reserve until we know more about the 
ultimate use of the funds that are in- 
vested in such loans. If, as some assert, 
they find their way into the realms of 
production and distribution for con- 
structive purposes and the situation can 


be controlled by the banks, there is no 


other form of investment that offers 
more advantages than call loans or the 
secondary reserve funds of banks. 


A Study of Facts 


| i making a study of the effect of call 
loans one should not overlook the 
following facts: 1. To use banking 


credit to give increased motion to pro- | 


duction by bringing into present use the 
consumptive value of things produced to 
satisfy human needs is constructive 
work. It helps to create wealth. 2. To 
use banking credit to create and renew 
the tools of production is constructive 
work. It also helps to produce wealth. 
8. To use banking credit to accelerate 
the process of bringing into present use 
the future hypothetical value of a prop- 
erty interest in the tools of production 
is not constructive work. It does not 
help to create anything new, nor add one 
cent to the total of material wealth. 
This statement is not intended as a 
criticism of that great free public mar- 
ket known as the stock exchange which 
is just as necessary in the domain of 
business as the bank. 

The value of a secondary reserve can 
be demonstrated by analyzing the hypo- 
thetical condition of two banks of the 
same size located in any one of the sec- 
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ondary reserve cities. Both are members 
of the Federal Reserve System. Each 
has $100,000 capital, $100,000 surplus, 
$50,000 undivided profits, $1,000,000 of 
demand commercial deposits, $500,000 of 
savings deposits and each one has 
$50,000 invested in a banking house. 
The legal reserve in each case is 
$115,000; $85,000 is retained for use 
over the counter. Thus, each bank will 
have about $1,500,000 of working funds 
with which to earn profits. One bank 
keeps $50,000 on deposit with a corre- 
spondent, lends $250,000, or one-half of 
its savings deposits, on real estate 
security and uses the remainder, $1,200,- 
000 in the following way: 

Its directors believe that the bank 
should take a leading part in developing 
the community. If they have any policy 
it is to encourage new business enter- 


Forces Governing 


Price Movements 
of Securities 


What these forces are and how the successful 
investor uses them to reap financial rewards 
by anticipating changing conditions and new 
developments are clearly set forth in a set of 
graphs which have just been prepared by our 
Department of Economics and Surveys. 


Federal Reserve Ratio, Call Money Rates, 
Commercial Paper Rates, Commodity Prices 
and their relationship to fixed interest bearing 
securities are shown on these graphs and ex- 
plained in language that will easily be under- 
stood by all classes of investors. 


These graphs will be of special interest to 
bankers and their corporation customers. 


We shall be very glad to mail this instruc- 
tive folder on request. 


Send for AZ-8 


AC.ALLYN*» COMPANY 


INCORPORATED 
Investment Securities 


67 West Monroe Street, Chicago 
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prises by supplying capital. Soon they 
find that the bank has acquired an in- 
terest in a new opera house, several gas 
stations, three or four automobile 
agencies, two or three struggling fac- 
tories, a real estate development, and 
several other enterprises that are in- 
debted to the bank for capital loans 
which the bank must carry upon 
payment of interest and small curtails. 
In addition to such loans the bank is 
carrying many personal loans made to 
admiring friends who praise the liberal- 
ity of their bank while they condemn 
the ultra-conservatism of rival banks. 


The Ultimate Plight 


HIS policy, if it can be called a 
policy, is carried on until the entire 
amount of loanable funds is out of con- 
trol of the bank and the officers are doing 
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Fixed Trust Shares 


Original Series and Series B 


Basic Industry Shares 


American Basic-Business Shares Corporation 
Depositor 
67 Wall Street, New York City 


The Equitable Trust Company of New York 
Trustee 


IXED TRUST Shares and Basic Industry Shares rep- 
resent a participating interest in property (deposited 
with the trustee), consisting of cash and a unit of com- 
mon stocks of the following nationally known basic 


American industries: 


Railroads 


Illinois Central R.R. Co. 
Louisville & Nashville R.R. Co. 
New York Central R.R. Co. 
Northern Pacific Ry. Co. 
Pennsylvania R.R. Co. 
Southern Pacific Co. 

Southern Railway Co. 

Union Pacific R.R. Co. 


Utilities and Quasi- 
Utilities 
American Tel. & Tel. Co. 
General Electric Co. 
Pullman, Inc. 


Western Union Telegraph Co. 
Westinghouse Elec. & Mfg. Co. 


Dividends are payable semi-annually against coupons at- 


tached to certificates. 


Fixed Trust Shares and Basic Industry Shares are sold to 
investors by established investment houses and banks in 
most of the important cities of the United States and in 
several foreign countries, and are wholesaled to dealers 


by the following firms: 


Industrials 


American Can Co. 

American Radiator Co. 
American Tobacco Co. “B” 
duPont /{E.I.} de Nemours & Co. 
Ingersoll-Rand Co. 
International Harvester Co. 
National Biscuit Co. 

Otis Elevator Co. 
Timken-Roller Bearing Co. 
United Shoe Machinery Corp. 
United States Steel Corp. 
Woolworth {F. W.} Co. 


Standard Oil Group 
Standard Oil Co. of Cal. 
Standard Oil Co. of Ind. 
Standard Oil Co. of N. J. 
Standard Oil Co. of N. Y. 
Vacuum Oil Co. 


120 So. La Salle St., Chicago, Ill. 


for Central section of 
the United States 


F. J. Lisman & Co. 
44 Wall Street, New York City 


for Eastern section of the United States 
and foreign countries 


| Smith, Burris & Co. 


Ross Beason & Co. 
Salt Lake City, Utah 


‘or Western section of 
the United States 


business in front of the counter and out- 
side of the bank in an effort to collect 
their scattered funds by attending meet- 
ings of directors and managers of the 
various business enterprises in which 
the bank has become a silent and unwill- 
ing partner. 

The only reserve the bank can depend 
on is its legal reserve, its till cash, and 
the amount due from its correspondent— 
in all, $250,000, which constitutes its 
primary reserve. Its debts are $1,500,- 
000. Its primary reserve is 16-2/3 per 
cent and it has no secondary reserve. A 
sudden drop of 10 per cent of its de- 
posits would exhaust 60 per cent of its 
primary reserve with little or no relief 
in sight as it has no liquid assets that 
can be sold immediately for cash. It is 
such banking that leads to failures or 


makes it necessary for other banks or 
the clearing house to come to the rescue 
in order to prevent public confidence in 
the local banking situation from being 
shaken. A bank may get into such a 
condition without violating the letter of 
the law. It may observe all legal pro- 
visions for the conduct of its business 
and still get into trouble. 

The other bank is willing to have the 
community developed and the officers and 
directors may cooperate with other in- 
dividuals to that end. but they do not 
believe it is the function of a bank of 
deposit which is indebted to part of its 
depositors and to its trustees, for the re- 
mainder to use their depositors’ money 
to make unsecured capital or personal 


loans for that purpose. 
This bank also keeps $50,000 on de- 
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posit with a correspondent, uses one- 
half of its savings deposits to make 
high-class secured real estate loans, but 
uses the other $250,000 of its savings 
deposits to buy United States Govern- 
ment securities and various other high- 
class corporation bonds carefully se- 
lected that have a ready market at all 
times on the theory that savings deposits 
represent an accumulation of surplus 
capital and should be invested, not 
loaned. 

In addition to that policy the directors 


! establish another policy of carrying 


always a fixed percentage of the bank’s 
demand deposits short-time, self- 
liquidating commercial paper issued by 
makers of undoubted worth. If that 
kind of paper is offered by the customers 
of the bank it is bought, but if there 
is not a sufficient amount available to 
make up the required reserve the bank 
buys it elsewhere until it has $250,000 
of its funds invested in prime bankers’ 
acceptances and commercial paper of 
undoubted worth eligible for rediscount 
by a Federal reserve bank or that can 
be used as collateral to borrow from an- 
other bank. The remainder of its 
working funds are used to make direct 
loans to customers, both secured and un- 
secured, but in making loans or buying 
paper it is the policy of the bank to look 
into the quality of the credit purchased 
and find out the purpose for which the 
proceeds are to be used, which is not 
only the right but the duty of every 
bank that lends property belonging to 
others. 
The reserve position of this bank is: 


per cent 
16% 


250,000 Primary reserve or 16% 
of $1,500,000 deposits. 

$250,000 Bonds and _ securities or 
cent of $1,500,000 deposits. 

$250,000 Bankers acceptances, etc. 
per cent of $1,500,000 deposits. 


Cash Always Available 


HE $500,000 invested in bonds and 

securities, bankers’ acceptances and 
prime commercial paper constitutes the 
secondary reserve, which can be turned 
into cash in a short time. Its total pri- 
mary and secondary reserve amounts to 
50 per cent of all of its deposits, and 
it could suffer a loss of 33% per cent 
of its deposits without touching its pri- 
mary reserve to pay its debts, whereas 
a 10 per cent decline in the deposits of 
the other bank would wipe out 60 per 
cent of its primary and only reserve. 
There is no question as to which one of 
the two banks is the stronger. 

The great difficulty that confronts 
many banks with respect to the estab- 
lishment of a secondary reserve is the 
feeling that local bank deposits should 
be used exclusively to supply local needs. 
If such communities are attempting to 
support several banks among which the 
available prime commercial paper which 
originates in the community is distrib- 
uted, making it hard for each bank to 
get hold of enough to make up a fair 
and reasonable secondary reserve, would 
it not be better to concentrate banking 
resources and, instead of having four 
or five weak struggling banks, combine 
them in one strong bank with adequate 
capital managed by trained bankers? 


per 


or 16% 
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ly the practice. Merchants ordinarily 
borrow from the bank for one of two 
reasons—either because of an increase 
in accounts receivable—that is, collec- 
tions are slow and accounts accumulate 
or sales are made on longer terms— 
or because of an increase in inventories. 
That the burden of financing accounts 
receivable has been assumed in increas- 
ing amounts by the finance companies 
there can be no doubt. That merchants 
are learning to borrow less for the pur- 
pose of carrying inventories is quite as 
certain if somewhat less obvious. 
Modern merchandising based upon the 
principle of reducing inventories in pro- 
portion to the volume of business done 
is a post war development. Turnover 
is the modern merchant’s wand; to in- 
creased turnover all other principles 
must give way. A number of factors 
have contributed to the development of 
this emphasis on small inventories and 
large sales. The experiences of 1921, 


when inventory shrinkage absorbed the | 


profits of years, have not been forgot- 
ten. Hand-to-mouth buying decreases 
the merchant’s demands for credit at the 
bank. The improvement in transporta- 
tion has made it possible to replenish 
stocks of merchandise on short notice. 
Not only has the time required to move 
freight been reduced, but regularity of 
schedule has been improved. 


Burden Has Been Shifted 


§ introduction of style and color 
into many classes of merchandise for- 
merly sold on a strictly utilitarian basis 
has made it imperative that the mer- 
chant order in small lots in order that 
he may take advantage of the latest 
developments. Merchandise of unques- 
tioned merit may be rendered unsalable 
by the appearance of a new model or 
even by an old one with a brighter paint 
combination. These devices are recognized 
by the producers as legitimate means for 
stimulating consumer demand. They also 
make for cautious buying and repeat 
orders in case the new styles take well 
with the public. 

A contributing factor has been the 
movement toward standardization of 
merchandise of certain types. A reduc- 
tion in the number of sizes, shapes, and 
other variations reduces the stocks of 
merchandise necessary. This has been 
especially marked in the hardware, 
plumbing, electric goods and household 
appliances business. Due to these and 
other causes, the sizes of inventories have 
been reduced, and in a measure the sea- 
sonal variation has been eliminated. The 
result so far as the banks are concerned 
is a marked decrease in the demand for 
seasonal loans. This is not to say that 
the amount of merchandise produced for 
stock has decreased. The reverse is prob- 
ably true, but the burden of carrying 
these stocks until they pass into con- 
sumption has been shifted from the 
dealer to the producer. Due to a pro- 
longed period of industrial stability, in- 
creased profits, and the unprecedented 
development in the demand for indus- 
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%™ Lone Star State B 
Alamo Valley,Texas 


| «We Are The Lone Star 


For Many Texas Cattlemen” 


—says a Texas banker. 


“Cattle are the greatest source of revenue 
of the Lone Star State. We do business in 


Texas. 


We are prepared to intelligently 


finance cattle loans. 
“Why shouldn’t we feature the Lone Star 


Wroe Nonalterable 
obvi- 
ously safety paper. 
When 
to alter a check, he 
wrecks the job be- 
fore he knows what 
heisup against. 


trial common stocks, the large producers 
no longer need the assistance of the 
commercial banks in financing their 
operations. 

Should these innovations continue, 
commercial banking, as it has been prac- 
ticed, may become relatively less im- 
portant, and bank funds may of neces- 
sity find their way into investment 
securities. 


Commercial Paper Passes 


B* far the most revolutionary devel- 
opment in finance is the appearance 
of the large corporations in the money 
markets, not as borrowers but as lend- 
ers. Through the accumulation of profits 


of Texas on our checks?” 

Service! Was it ever better defined! And 
every bank has rendered—and can render 
—to the people of its community, service 
of a special character, based on experience 
and knowledge! pwwwwwwwwvuwy 


Your check can tell that story— 
thru your symbol—clearly and 
dramatically —on the solid tint 
of Wroe Nonalterable Bond. 


Let us send you specimen checks 
and the name of a printer or 
lithographer in your community 
who can furnish you checks of 
this character. wy w-wwwww 


W. E. WROE & CO. 


(Producers of Construction Bond) 


22 W. Monroe Street 
CHICAGO 
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yA 
and the sale of their own common stock 
and other long time securities, they are 
able not only to finance their own op- 
erations during a period of industrial 
activity but are in a position to loan 
on call sums running into billions of 
dollars. This increased strength of the 
large corporations, which formerly sold 
their notes in a wide market through 
brokers, has resulted in the conversion 
of the former commercial paper houses 
into stock and bond selling organiza- 
tions. The amount of commercial paper 
offered currently is but. a fraction of 
what a few years ago was considered 


normal. The use of commercial paper 
by the banks as a liquid secondary re- 
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A Service Feature 
of this 
Great New Bank 
is a 
Yeo Rotary 


The Yeo Rotary 
in the National 
Bank of Com- 
merce at Hous- 
ton is but an- 
other example 
of Yeo _ service. 
It is of special 
design and fin- 
ish, in rich non- 
tarnishing Bene- 
dict metal, to 
match the bank’s 
beautiful inte- 
rior. Thus does 
the Yeo Rotary 
keep always up- 
to-date! 


~ 


4 


Exclusive 
features of 
the Yeo Ro- [4 
tary: Its ro- 
tary weighs 
1000 1b. Cyl- 
inder walls 
3%” thick. 
Electrical ¢ 
protection 
for banks 
equipped. De- 
posit chest 

is dynamite- 
proof. 100% 
watertight, 
100% crook- 
proof, 100% 
burglarproof. 
And no up- 
keep! 

The officers of this bank realize that, 
by rendering this night service to its 
customers, they are equipping their in- 
stitution with a proven source of new 
accounts and larger deposits. They 
also know that, because the Yeo Ro- 
tary eliminates the ‘“‘three o’clock line” 
at their windows, they will rid their 
staff of the expensive overtime work 
necessary to catch up with last-minute 
deposits. 

Do you want to cut down your over- 
head and increase your deposits? In- 
stall a Yeo Rotary! 


Manufactured and Installed by 


Bank Vault 


Inspection Co. 


Samuel P. Yeo, President 


Orrices: 5 South 18th Street, 
Philadelphia, Pa. 
SALBS ENGINEERS IN ALL PRINCIPAL CITIES 
Clip and Mail Coupon 
ee ee ee eee eeeeee 


Bank Vault Inspection Co., 
5 South 18th St., 
Philadelphia, Pa. 


* 


0 Please send complete in 
formation on Yeo Rotary 
Night Depository 


serve was an American development to 
be found nowhere else, and its passing 
leaves the banks to find a satisfactory 
substitute. 

Banks located in small towns are af- 
fected by all of these factors to a degree 
even greater than the city bank. The 
extension of the chain store into the 
smaller communities has cut into the 
profits of the local merchants. The less 
efficient give way to the chains, and 
sometimes the more efficient are rendered 
less secure as bank credit risks. These 
local merchants in the past were the 
chief borrowers of funds of the local 
banks. The chain store is financed from 
a central office located in some distant 
city. The tendency toward large busi- 
ness units in all fields except agricul- 
ture has left the local banker where he 
must either finance a chronically un- 
profitable industry or invest the bank’s 
funds in long time securities. 

The past few years have witnessed a 
relative decline in unsecured short time 
loans made by the banking system. The 
proportion of the bank’s total earning 
assets eligible for rediscount has de- 
clined even more rapidly. The banks 
have become liberal purchasers of both 
government and industrial bonds. The 
liquidity of the banks is dependent in 
part upon a sustained market for their 
bond holdings. Credits outstanding have 
shifted from industrial loans made by 
banks to consumer loans made primarily 
by the distributors for the finance com- 
panies who have become heavy borrow- 
ers from the banks. Loans secured by 
collateral have increased at a rapid rate 
not only in New York but in every part 
of the country. Consumer credit is used 
competitively by the merchants as a 
means of developing demand in much 
the same way advertising is used. These 


| changes are more significant than bank 


ownership or organization. 


Convention Calendar 
STATE 
ASSOCIATIONS 

Wyoming 
Delaware 
Indiana 
Arizona 
OTHER 
ASSOCIATIONS PLACE 
National Association of 
Supervisors of State Banks 
San Francisco, Cal. 


PLACE 
Lander 


DATE 
Aug. 30-31 
Sept. —— 
Sept. 11-12 
Nov. 8-9 


Evansville 
Phoenix 


DATE 
Sept. 24-26 


Sept. 25-27 
tain Regional Trust Con- 
ference, Trust Company 
Division, A. B. A. and 
Trust Company Section 


Utah Bankers Association | 


Ogden, Utah 
Sept. 30-Oct. 3 American Bankers Assn. 
San Francisco, Cal. 


Pacific and Rocky Moun- | 


(0 Please quote on installa- 
tion from attached plans 
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| Oct. 7-11 


| Oct. 29-31 


Oct. 30-Nov. 


Nov. 7-8 


International Thrift Con- 
gress. London, England 
Mortgage Bankers Assn. of 
America. New Orleans 
2 Financial Advertisers’ 
Assn. Atlanta, Ga. 
Fifth Mid-Continent Trust 
Conference, A. B. A. 
Detroit, Mich. 


Guaranteed 
Safety and 
Liberal Yield 


EVERY Empire Bond 
issue is created upon this 
set of fixed standards: 


—A strong guarantee as 
to principal and interest. 


— Legal for trust funds. 


— Independently trusteed 
by a large bank or trust 
company. 


— Secured by a closed first 
mortgageonincome-earn- 
ing real estate in leading 
American cities. 


— Yield 5“%% to 6%. 


Makethese strict require- 
ments your own invest- 


Empire 
Bonds 


EmpireBond & Mortgage Corporation 


535 Fifth Avenue 
New York 


Downey Mechanical Coin Teller 
Sorts and Counts Mixed Coins 


Handling mixed 
coins is accurately 
and quickly done 

. with the automa- 
em tic action of this 
machine. 

Audits school 
savings, home 
banks, fractional 
deposits. 


10 Days’ Free Trial 


The C. L. Downey Company 
941 Clark St., Cincinnati, Ohio. 
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Specials and Tours To 
the Convention 


(Continued from page 154) 


Company, New Orleans, or George B. 
Power, secretary Mississippi Bankers 
Association, Jackson, Miss. 

On Sept. 24 the-Missouri Special, via 
Kansas City, will leave St. Louis, ar- 
riving in San Francisco, Sept. 28. Par- 
ticulars regarding this train are obtain- 
able from W. F. Keyser, secretary Mis- 
souri Bankers Association, Sedalia, Mo. 
Kansas delegates will join the Missouri 
Special at Kansas City, Sept. 25, at 
8.30 a. m. 

The Bankers Tour of the Rainbow 
Tours will start from Boston, New York 
and various points in the East, Sept. 17, 
and from various points in Ohio and 
Michigan, Sept. 18. 

A Bankers’ Special will leave Cleve- 
land, Sept. 16. Details of this train may 
be obtained from the Cleveland Trust 
Company, Cleveland. 

Two combined water and rail tours 
have been announced. The Dollar Steam- 
ship Line has arranged a tour which 
starts from New York on the SS. 
President Johnson the afternoon of Sept. 
12. Stops will be made at Havana, Cuba; 
Cristobal and Balboa, Canal Zone, and 
Los Angeles; thence the trip continues 
by train to San Francisco, with arrival 
there Sept. 30. The itinerary of the 
Pennsylvania Railroad special train will 
be used for the return trip. 

The Panama Pacific Line has planned 
a rail tour to the convention city with 
return by water. The train leaves New 
York via New York Central Railroad 
at 12.10 p. m., Sept. 23. Stop-overs will 
be made at points of scenic interest. 
This train arrives in San Francisco, 
Sept. 29. The return trip will be by 
rail to Los Angeles, and from that city 
by steamship to Balboa, Canal Zone, and 
Havana, Cuba, with arrival at New 
York, Oct. 28. 

Reduced summer tourist fares to the 
Convention have been authorized by the 
railroads from the territory east of and 
including El Paso, Tex.; Albuquerque, 
N. M.; Ogden and Salt Lake City, 
Utah; the states of Montana, Idaho, 
Washington, Oregon and from British 
Columbia. Tickets may be purchased 
up to Sept. 30, with final return limit 
Oct. 31, and are good going and return- 
ing via diverse routes with stop-overs. 
No identification certificates as delegates 
to the Convention are required. 

From points in the territory com- 
prising California, Arizona, Nevada, 
Idaho, Washington, Oregon and British 
Columbia, a special round trip sixteen- 
day limit summer excursion ticket will 
also be available. This ticket is prac- 
tically on the fare and one-third basis. 
Full information as to exact fares and 
other particulars can be had of local 
ticket agents. 

Reservations for hotel accommodations 
at the Convention are being made by 
J. F. Sullivan, Jr., assistant vice-presi- 
dent of the Crocker First National Bank, 
1 Montgomery Street, San Francisco, 
who is chairman of the hotel committee. 
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By Rai 
Water 


to and from the annual 


A. B. A. 
CONVENTION 


in San Franeiseo 


3,000 miles across the Continent by rail! 
Return home aboard a luxurious steamer of 
the Panama Pacific Line over the famous 
scenic Recreation Route—5,000 cool ocean 
miles in fourteen memorable days! This is the 
tour we offer you in connection with the 1929 
Convention—an 8,000-mile rail and water 


trip across and around America! We leave 
New York on September 23, by special train, 
stopping at Chicago, Colorado Springs, his- 
toric Santa Fe, Grand Canyon, Pasadena, Del 
Monte and SAN FRANCISCO—for the 
Annual A. B. A. Convention. 


Home by S. S. California 


Leaving San Francisco on Oct. 4, we visit Yosemite Valley, 
Riverside, San Diego, Agua Calienta, Mexico, and Los 
Angeles (3 days). Here we board the luxurious Panama 
Pacific liner, CALIFORNIA, for the trip home by water. 
Down the coast we sail, stopping at Balboa and Panama 
City, and passing through the Panama Canal by daylight. 
Across the blue Caribbean to Havana—then up the 
Atlantic to New York arriving there Oct. 28. 


A wonderful 35-day vacation tour—and $650 (up) 
covers all expenses. Send for specia! booklet de- 


scribing the Panama Pacific Bankers’ Tour in detail. (“== 


Apply to Donald V. Briggs, Tour Director, No. 1 
Broadway, New York. 


fanoma faeifie fine 


INTERNATIONAL MERCANTILE MARINE COMPANY. 
No. 1 Broadway, New York; 180 No. Michigan Ave., Chicago; our 


offices elsewhere, or authorized steamship or railroad agents. 
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SHORT TERM INVESTMENTS FOR BANKS 


HE OBLIGATIONS of GMAC 
possess a degree of investment strength 
nationally recognized by a clientele of over 
seven thousand banks. GMAC paper is 
obtainable in convenient maturities and 
denominations ~ at current discount rates. 


Our offering list will be mailed regularly upon request 


GENERAL MorTors 
ACCEPTANCE CORPORATION 


OFFICES IN PRINCIPAL CITIES 


Executive Office -- BROADWAY at 57TH STREET -- New York City 


CAPITAL, SURPLUS AND UNDIVIDED PROFITS OVER $65,000,000 


STATEMENT of CONDITION 


at close of business June 29, 1929 


RESOURCES 
Loans and Discounts. . . $ 
Federal Reserve Bank Stock . 
Stock in Commercial Fireproof 
Building Co. — Head Office 
Building 
Bank Premises, Furniture & 
Fixtures, and Safe Deposit 
Vaults (Including Branches) 1,777,615.53 
Other Real Estate Owned . . . 852,056.19 
Customers’ Liability Under Let- 
ters of Credit and Acceptances 4,267,283.11 


LIABILITIES 
Capital Stock $5,000,000.00 
9,000,000.00 
1,590,476.37 
250,000.00 


85,075,325.03 
420,000.00 


Surplus 
Undivided Profits 
Dividend Payable July 1 1929 


382,450.00 


Reserved for Taxes, Interest, Etc. 123,251.09 
Discount Collected — Unearned 239,773.30 


Circulation 


Redemption Fund with U. S. 
Treasurer 

Other Resources 

CASH AND EX- 

CHANGE . . $20,184,258.09 

U. S. Govt. Bonds 


and Treasury 
Certificates . . 10,341,013.73 


County, Municipal 
and other Bonds 13,912,865.75 


44,438,137.57 
$137,253,079.20 


37,500.00 


9) Stockholders of the Citizens National Trust and Savings 
e ‘Bank, are not included in the above statement. 


Assets of the Citizens National Company, owned by 


750,000.00 


Letters of Credit and Liability 
as Acceptor, Endorser or 
Maker on Acceptances 
and Foreign Bills . . . . 


Bills Payable 
Other Liabilities 
DEPOSITS 


4,377,955.12 
2,150,000.00 
30,294.34 
113,741,328.98 


$137,253,079.20 


CITIZENS ational BANK 


LOS ANGELES 
THIRTY BANKING OFFICES THROUGHOUT LOS ANGELES 
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National Branch Banking 
(Continued from page 1380) 


DO not mean to infer for a moment 

that there would be any more likeli- 
hood of crookedness in branch banking 
than in independent banking, but I be- 
lieve crookedness in branch or group 
banking would prove much more disas- 
trous than if it occurred in independent 
banks. 

If branch or group banking should 
grow to such an extent that it would 
be impossible for either a state or na- 
tional department to make an intelligent 
examination, it might, in my judgment, 
tend to encourage loose banking meth- 
ods, the result of which would endanger 
the entire group or chain. 


T occurs to me that it needs to be 

proved beyond doubt that the pro- 
posed national branch banking could be 
properly regulated. That Federal super- 
vision is more efficient than state super- 
vision is a common saying, and this may 
or may not be true. But be that as it 
may, it is a serious question in my mind 
whether any supervisory machinery, 
either state or national, could control 
or even regulate the gigantic banking 
system that nation-wide branch banking 
would set up. 


| Ogden Trust Conference 


NEXPLORED fields in trust work 

are to be covered at the Seventh 
Regional Trust Conference for the Pa- 
cific Coast and Rocky Mountain States, 
which is to be held in Ogden, Utah, on 
Sept. 25, 26 and 27. Inasmuch as the an- 
nual convention of the American Bank- 
ers Association opens in San Francisco 
on Sept. 30, it will be possible for bank- 
ers and trust officers, desirous of in- 


| creasing their knowledge of the fiduciary 


end of banking, to attend both events 
without being away from their desks 
more than two or three days longer. 

The program, which has been ar- 
ranged for the trust conference, will deal 
in a large measure with problems that 
most trust companies and banks may ex- 
pect to arise shortly. For the first time, 
a discussion will be had of the most ef- 
fective methods of handling trust busi- 
ness in a branch banking system. One 
full session is to be devoted to the con- 
sideration of the various angles of the 
business insurance trust because it is 
recognized that this trust plan has the 
utmost possibilities in assuring the con- 
tinuance of partnerships, close corpora- 
tions and other types of business ar- 
rangements. 

The rights of creditors against the 
creators of trusts, as well as against the 
trustee and the beneficiaries of trusts, 
will be thoroughly reviewed during the 
conference. With the growth in the num- 
ber of spendthrift trusts, the liabilities 
of these three groups to creditors have 
led to much thought among the active 
trust men. So important is this subject 
regarded that a full session is to be given 
over to its presentation. 
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Call Money 
(Continued from page 103) 


national Shoe, American Can, Goodyear 
Tire & Rubber, American Smelting & 
Refining, Corn Products, International 
Nickel, Standard Oil of California, West- 
inghouse Electric & Manufacturing, 
Eastman Kodak and many others. The 
cash assets of this group comprise ap- 
proximately $800,000,000, against current 
liabilities of about $239,000,000, while 
their net working capital totals about 
$1,250,000,000. 

Combining the four groups analyzed 
above, we find that cash was about $1,- 
500,000,000, government securities about 
$625,000,000, marketable securities $800,- 
000,000 and call loans $175,000,000, or a 
grand total of somewhat over $3,000,000,- 
000. Against these cash items, current 
liabilities were only about $1,250,000,- 
000, or slightly less than the item of 
cash alone. 


Methods of Placing the Loans 


WORD as to the methods used by 

the corporations in placing their sur- 
plus cash in the call market may not be 
amiss. With the exception of the invest- 
ment trusts, nearly every corporation 
executive interviewed indicated that he 
did not feel competent to make collateral 
loans direct and that he was perfectly 
willing to pay the one-half of 1 per cent 
charged by the banks for placing his 
funds. They do not feel competent to 
pass upon the suitability of the collateral 
offered them and feel that one-half of 1 
per cent is not too much to pay for se- 
curity on this point. On the other hand, 
many of the investment trust managers 
feel that it is not only decidedly their 
function to see that their money is placed 
at the best possible rate consistent with 
safety, but they also feel that they are 
thoroughly competent to make loans 
direct to the borrower. Should the banks 
increase their charge for this service to, 
say, 1 per cent, the heads of many of 
these investment trusts have indicated 
that they are prepared rather than pay 
this increased charge, to deal direct with 
the borrowers. 

It is curious to note the reaction of 
some corporation executives on the sub- 
ject of the ethical side of loaning surplus 
funds for speculative purposes. A direc- 
tor of two corporations tells us that he 
recently sat in at directors’ meetings at 
which, in one case, it was the sense of 
the board that making call loans was not 
part of the corporation’s business, and 
the treasurer was instructed to stick to 
government bonds, bankers’ acceptances, 
etc.; while in the other case, the direc- 
tors voted that the treasurer be instructed 
to take full advantage of any opportuni- 
ties to loan money at high rates in the 
call money market. At subsequent meet- 
ings of the directors of these two corpo- 
rations, the treasurer of the first named 
company, who followed his instructions 
to confine his activities to bankers’ ac- 
ceptances and government bonds, was 
rather severely criticized for losses which 
he was compelled to report, while the 
treasurer of the second corporation, who 
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Service—an abused word. 


No word in the English Language is so worked 
to death as Service. In nine times out of ten it 
means promise without performance. 


With us it means that in thirty odd years, $175,- 
000,000 have been paid out in claims. 


United States Fidelity 
and Guaranty 
Company 


With Which Is Affiliated 
Fidelity & Guaranty Fire Corporation 


BALTIMORE MARYLAND 


Over 8,000 Branches and Agencies in United States and Canada 


Printing, Lithographing and Steel Plate Printing 
of listed and unlisted Bonds, Stock Certificates 
and other negotiable instruments calls for 


S PE E D——».—_SAFETY 


A trial will 
demonstrate 


r ability 
Day and night 


service (the latter you 
when necessary) 
by skilled craftsmen 


in production in delivery 


Securities deliv- 
ered by armored 
automobiles in the 
Chicago District 


— 


President 


CENTRAL BANKNOTE 
COMPANY 


319-331 S. Albany Ave., 233-45 Spring St., 
Chicago New York 
Van Buren 8000 Walker 3976-3979 


COMPLETE PLANTS IN CHICAGO AND NEW YORK 
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For Fine Bank Buildings 


BURLINGTON 
VENETIAN BLINDS 


are the 


Ideal Window Equipment 


Finished to order in 
any color to match 
your interior 


Slats may be easily adjusted to 
give the desired amount of light 
and ventilation 


BURLINGTON 
Venetian Blind Co. 
276 Pine Street 
Burlington, Vermont 


ore Service 


The Midland Bank offers exceptional facilities for transacting 


banking business of every description. 


Together with its affilia- 


tions it operates over 2450 branches in Great Britain and Northern 
Ireland and, in addition to offices in the Atlantic Liners Aquitania, 


Berengaria and Mauretania, has agents and correspondents in all 


parts of the world. 


The offices of the Bank in Poultry, London, 


E.C. 2 and at 196 Piccadilly, London, W. 1 are specially equipped 
for the use and convenience of visitors in London. 


OVERSEAS BRANCH : I22 OLD BROAD STREET, LONDON, E.C. 2. 


MIDLAND BANK 


LIMITED 
HEAD OFFICE: 5 THREADNEEDLE STREET, LONDON, E.C. 2 


was able to record a very satisfactory 
profit, was commended for the manner in 
which he had handled a difficult task. 


Changes in Official 
Requirements 


N days gone by the duties of corpora- 

tion treasurers did not call for any 
great knowledge of investments. These 
corporations then did not have the large 
cash surpluses which so many of them 
have piled up within the last few years. 
As a natural result of this, these large 
eash holdings have now been placed in 
the hands of different types of indi- 
viduals. 
Those corporation treasurers who have 


felt that it is a part of their job to show 
profits for their companies on their un- 
employed surplus as high as _ possible 
today are found loaning funds in the call 
money market. As a matter of fact, it 
has become a practice of not a few of 
them to borrow money from the banks 
at regular commercial rates and to re- 
loan this money in the stock market at 
the higher call loan rate. 

There have been rumors from time to 
time that the life insurance companies 
have also been employing some of their 
funds as call and time loans secured by 
collateral, but an examination of their 
1928 reports shows under the heading, 
“Loans on Collateral Security,” a total 
of only $32,000,000. The treasurer of one 


of our largest life insurance companies 
says that he sees no reason why his com- 
pany should use this medium. Their loans 
would be limited naturally to those which 
were secured by collateral, legal for pur- 
chase. 

On the other hand, the fire insurance 
companies are practically unlimited in 
their ability to adopt this medium if they 
so desire, but an examination of the re- 
ports of these companies shows an appar- 
ent total of loans of only $38,000,000. 


Savings Banks and Investment 
Trusts 


OME savings banks have been able to 
obtain very satisfactory profits by 
loaning funds for stock market purposes 
secured by collateral which is a legal in- 
vestment for savings banks. 

Investment trusts, which had total as- 
sets of approximately $768,000,000, were, 
apparently, loaning about $186,000,000 
on Dec. 31, 1928, or 24 per cent of their 
total assets. However, this total of $186,- 
000,000 assumes that all cash and call 
loan items, in effect, were call loans. As 
it is the practice of investment trusts to 
as nearly as possible keep all funds 
employed, it seems reasonable to assume 
that there can be no great element of 
error in this figure. 

Abnormally high rates for call loans 
cannot be expected to become a recur- 
ring feature of our financial structures. 
They were caused, as before stated, by 
the unusual policies put into effect by 
the Federal Reserve Board. The natural 
rate for call money over an extended 
period normally is lower than the com- 
mercial rate. When the commercial rate 
again works back to its normal position, 
somewhat in excess of the call loan rate, 
we do not believe that corporation treas- 
urers, as a rule, will be tempted to con- 
tinue the practice of loaning their excess 
funds on call. Some of them, of course, 
may be expected to continue the prac- 
tice at rates even lower than the current 
commercial rate, because they have 
found this investment medium to be par- 
ticularly advantageous. Their experience 
with securities, bankers’ acceptances, 
commercial paper, treasury certificates, 
etc., has raised some doubts in their 
minds as to the relative liquidity of these 
securities as compared with call loans. 

Some of these corporation executives 
now making brokers’ loans admit that 
they feel it necessary to perform this op- 
eration through the banks. It appears to 
have occurred simultaneously to several 
of them that an equitable manner in 
which to handle these transactions would 
be to allow the money to remain on de- 
posit with the banks at a time-money 
rate of, say, 2 to 3 per cent and then 
to split evenly between the bank and the 
corporation any excess return over that 
rate. 


Competition With Banks 


E are forced to the conclusion that 
these large cash surpluses, built up 
not only through surplus earnings but 
through the sale of securities, will keep 
the financial officers of corporations in 
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competition with the banks for all forms 
of liquid investment for some time. 
Whether they will continue to invest 
largely through the medium of brokers’ 
loans will, we believe, depend almost en- 
tirely upon the relative rates for the vari- 
ous types of investment which appeal to 
the corporations. 

As long as American business con- 
tinues to be as prosperous as it is today, 
competition along these lines seems 
bound to grow. A generally lower level 
of security prices or a business depres- 
sion—both of which would come together 
—would not only lessen the competition 
but will probably force some corpora- 
tions to again become borrowers- rather 
than lenders or investors. But, there is 
nothing on the business horizon today to 
justify the belief that we are approach- 
ing this latter stage. 


Investment Trusts 
(Continued from page 133) 


from $400,000,000 to $500,000,000. One 
organization recently had $65,000,000 
loaned in this form and another $40,000,- 
000, with earnings on these amounts 
frequently doubling the cost of the 
money to the corporations. 

Here is an investment trust that in a 
twelve months period to the end of May 
earned $270,000 from income on securi- 
ties and interest on bank balances and 
call loans and $890,000 from profit real- 
ized on the sale of securities. Here is 
another that in six months to June 30 
reveals a total income of $882,000 of 
which $637,000, or over 72 per cent, was 
on profits cashed in. A third had about 
$885,000 in profits of a total gross in- 
come for five months to May 31 of $1,- 
212,000 and a fourth for six months to 
June 30, showed a net income of $1,850,- 
000 of which considerable less than one- 
third was from interest and dividends 
received. 


Gains in Foreign Issues 


HESE examples might be multiplied 

many times. While the greater part 
of profits have arisen from the advance 
in American industrial and public utility 
as well as bank and insurance shares, 
with current earnings enlarged by the 
recent rejuvenation of the rail market, 
there have been some instances of large 
gains in foreign issues. For instance, a 
popular “trust,” which raised $18,000,- 
000 by public subscription, placed two- 
thirds of it in the call market and in- 
vested the other third chiefly in Rhodes- 
ian copper company stocks; these, 
subsequently, advanced over 100 per cent. 


The American investment trusts have 
had a longer period of rising stock prices 
than they expected; also a longer term 
of falling bond quotations. Fortunately 
for them they have comparatively few 
bonds. One company whose shares have 
been listed on the New York Stock Ex- 


change indicated $100,800 bonds in its 


portfolio of $11,298,000 and these re- 


Positively no obligation. 


F-R-E-E! 
New Bank Fixture Catalog 


Write for your free copy of our new catalog for bankers. 
More than a catalog, for it offers hundreds of suggestions 
for fixtures for new quarters and renovations. 


Since 1882 we have 
specialized in permanent- 
ly beautiful bronze bank 
equipment of the finest 
quality. 


Best’ 


NLS 


We will be glad to help in designing your check desks, railings, en- 
closures, tablets, doors and counter screen work. 


Tue Newman Mec. Co. 


CINCINNATI, OHIO 


55,000 New Common Stockholders 
Added Since January 1 


( Service Company Common stock- 
holders have increased from 100,000 to 
more than 155,000 in the first six months of 
1929. 


This increase reflects the popularity of Cities 
Service Common for large and small investors 


alike. 


Cities Service pub- 
lic utility subsidi- 
aries serve more 
than 900 com- 
munities in twenty 
states and Canada. 


At its present price it can be bought to yield 
over 634% in cash and stock dividends. 


MAIL THE COUPON 


HENRY L. DOHERTY & CO. 
60 Wall Street, New York City 


Please send me full information. 


vealed a loss from the original cost. 
This is quite typical of the strictly trad- 
ing corporation though the older trusts 
have quite a large line of high coupon 
dollar bonds and foreign currencies 
issues. When the stock market com- 
pletes its cycle of advance and goes in 


the other direction the test of investment 
trust management will be more severe. 
At such a time the securities of those 
that have met the requirements of the 
official listing bodies will have a prefer- 
ence among a certain group of conserva- 
tive investors. 
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Bank Stocks 


Insurance Stocks 


We invite correspondence 
from individual investors 
interested in bank or in- 
surance company shares. 


Our statistical department 
will be glad to answer 
inquiries in respect to the 
purchase, sale or exchange 
of present holdings or make 
specific recommendations for 
the investment of funds in 
shares of our leading finan- 
cial institutions. 


Please address 


Department “ABA-8”’ 


CLINTON GILBERT 


Established 1890 


Members Unlisted Securities Dealers Asan. 
Members Assn. of Bank Stock Brokers 


120 Broadway New York 
RECtor 4845 and 8720 


BANK 


and 


INSURANCE 
STOCKS 


For Investment 


HENRY G. ROLSTON 


& CO. 


30 Broad Street 
New York 


Telephone Hanover 9521 


Condition of Business 
(Continued from page 158) 


for good commercial paper, and at the 
same time look for an active bond mar- 
ket. Individual investors as a class are 
not interested in buying bonds when 
money rates are so high, and about the 
only issues that have been active are the 
convertibles, which fluctuate according to 
the company’s stock into which they may 
be exchanged. With such issues there 
have been a number of instances where 
the price has jumped ten points or more 
in a single day. This has given many 
banks who are holders of bonds a chance 
to sell out at a large profit and to rein- 
vest in other issues that are selling to 
give much higher yields. Any profit 
realized about the normal return may be 
credited to a bond reserve account, where 
it will reduce the book value at which the 
remaining issues are carried and make 
up for the temporary depreciation repre- 
sented by current prices. 

Realization of the seriousness of the 


present money situation on the bond busi- | 


ness may be had from an examination of 
the record of offerings this year com- 


pared with 1928, which shows a falling | 


off of 43 per cent for the first half year. 
Classified into the principal groups the 
comparative figures are as follows, the 
“Miscellaneous” including principally in- 
vestment trust financing which accounts 
for the marked increase this year: 


Bond Offerings 
000’s Omitted 
Six Six 
Months Months’ Per Cent 
1928 1929 Change 
$293,959 $147,501 
385,854 


Railroad .... 
Utility 
Industrial 
Municipal 
Canadian ... 
Foreign 
Realty 
Miscellaneous 


Total ....$3,379,024 $1,907,095 


219,105 
189,800 
131,595 
190,595 


862,474 
214,490 
90,250 


United States issues might be called to 
the attention of bankers for institutional 
investment for the reason that prices are 
down a number of points from last year’s 
high quotations because of the pressure 
of tight money. For anyone who follows 
the reports on the retirement of our pub- 
lic debt, no great amount of imagination 
is required to see that purchases for 
sinking funds, from annual surplus of re- 
ceipts over expenditures, and by for- 
eign governments as tender for war debt 
payments, will before many years make 
these issues comparatively scarce. Due 
to their safety and convenience they are 
always in demand by banks and corpora- 
tions as secondary reserves, and this will 
become increasingly so when call money 
rates are again normal. Investment 
houses which handle government bonds 
recommend the long term issues for bank 
purchase at this time inasmuch as they 
would be the ones to enjoy the greatest 
rise in price as the outstanding supply 
becomes scarcer and money rates become 
lower. 


During the last month only a few new | 


bond offerings were made, the issues of 
$5,000,000 or over being listed in the 
table on page 158. Rates of 5 and 6 per 
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“Over the 
Counter Securities” 


Bank 

Title 

Trust 
Aviation 
Railroad 
Insurance 
Industrial 

Chain Store 
Public Utilities 


Investment Trust 


Stocks and Bonds 


Quotations and Information 
Furnished on Request 


| 


Members Ass’n of Bank Stock Dealers 
Unlisted Securities Dealers Ass’n 


25 Broadway Whitehall 6140-55 
H & H 


Fror investment 
we recommend 

New York City Bank 

Stocks especially: 


First National 
Equitable Trust 
Chase National 
Guaranty Trust 
Richmond National 
Fifth Ave. Bank 
Port Morris Bank 


August 10, 1929 


Inquiries Invited 


Ralph B. Leonard & Co. 


Members: 
Association of Bank Stock Dealers 
Unlisted Securities Dealers Association 


25 Broad St., New York City 
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436,773 402,810 —7.8 
160,449 + 36.6 
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‘Theodore Prince 


& Co. 


Members New York Stock Exchange 
Members New York Curb Market 


| 


RAILROAD BONDS 


PUBLIC UTILITY 
BONDS 


FOREIGN 
GOVERNMENT BONDS 


UNLISTED STOCKS 


Equitable Building 
120 Broadway 
New York 


Ist Nat’l Bk. Bldg. 
1 Federal St. 
Boston, Mass. 


Integrity Trust Bldg. 
Walnut & 16th St. 
Philadelphia, Pa. 


Municipal Bonds 


Safety of Principal 
Alf Maturities 
All Denominations 


Tax Exemption 


4V4% to 6.00% 


= 


Write for Offerings 
and Bank Discounts. 


theHanchelt Bond 


Incorporated 1910 
MUNICIPAL BONDS 
39 South La Salle St., Chicago 
New York Detroit Philadelphia St. Louis 


cent for high grade industrial and util- 
ity concerns, and even municipalities, 
show how strange the conditions in our 
money market are at the present time. 
It is hard to believe that such a condi- 
tion will not have an adverse effect on 
general business eventually, by choking 
off the supply of money going into new 
building, and halting the creation of 
credits to foreign borrowers, with which 
they can pay for our balance of merchan- 
dise exports. 


Developments in the Textile 
Industry 


N the several branches of textiles it | 


is difficult if the average business 
man, banker and investor can expect to 
keep informed as to the numerous fluc- 
tuations in production, demand, prices, 


-ete., even if he were sufficiently inter- 


ested to do so, and after several years 
it would seem that the general public 
has become convinced that the entire in- 
dustry is depressed. 

Recently there have occurred two de- 


velopments of general interest, the first | 


of which was the announcement of the 


establishment of a market for trading | 
in textile securities on the New York | 


Cotton Exchange. 
A second development of significance 


is the growing demand for textile prod- | 


ucts by industries wholly apart from the 
apparel field. This trend was pointed 
out by the 
Analysis in one of its current bulletins 
as a factor in the cotton situation, but it 
will be found to apply to silk, rayon and 
wool also. 

This year the cotton goods business 
has been good, but the industry would 
do well to carefully follow the monthly 
reports which it has now devised show- 
ing production, shipments, inventories 
and unfilled orders, so as to maintain 
conditions in a healthy balance. 

Silks continue to be in active demand 
for both piece goods, hosiery and knit 
wear, though there is keen competition 
as between the _ strongly-entrenched 
large organizations and the mill of only 
a few looms or machines that can 


quickly adapt itself to make short runs | 
Profits in the silk | 
industry are anything but uniform, and | 
retard | 


of popular styles. 


weather conditions tended to 
sales and collections for the entire in- 
dustry earlier in the year. 

Rayon production continues to forge 
ahead, the labor troubles in the South 
having been settled to some extent at 
least, and the work of constructing ad- 


ditional plants or adding to existing fa- | 
the | 
rayon industry will reach a stage where | 


cilities still goes on. Eventually 


demand for its product will increase at 


a much less rapid rate and an over- | 
expansion of plants should be guarded | 


against, even though the industry is 
largely in the hands of a few strong 


companies, in contrast with the hun- | 
dreds of rayon concerns that were in | 


project only two or three years ago. 


Fairchild Textile-Apparel | 


Lack of space prohibits our 
specifying individual stocks 
of the following groups in 
which we are interested: 


BANK 
TRUST Co. 
AVIATION 

INSURANCE 
INDUSTRIAL 
CHAIN STORE 


NEW and 
WHEN ISSUED 


Call us on any of the above 
classes of stock which have 
an Over-the-Counter Market. 


Hott. 
Rose w 
Troster 


Members 
UNLISTED SECURITIES DEALERS 
ASSOCIATION 
ASSOCIATION OF BANK STOCK DEALERS 


74 Trinity Place New York City 


WHitehall 3760-38779 


Private wires to 
Chicago and Hartford 


= 
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95% of the banking institutions in New York, Philadelphia, and 
Pittsburgh have, after thorough investigation, adopted Holmes Elec- 


tric Protection Service. 
one logical decision to 
the remaining 5 per 
cent—investigate 


1858 


This almost unanimous opinion leaves but 


Holmes Service—today. 
Our staff engineers are 
at your service. 


1929 


71 YEARS OF SUCCESSFUL PROTECTION SERVICE 


Holmes Electric Protective Company 


NEW YORK 
370 Seventh Ave. 
Penna. 8100 


Stewart - Warner 


A Brief Historical 
Sketch 


1E amalgamation in 1912 of 

the Stewart & Clark Co. of 

Chicago and the Warner In- 
strument Co. of Beloit, Wis., 
brought into the automotive in- 
dustry the Stewart-Warner Speedo- 
meter Corporation, (now the Ste- 
wart-Warner Corporation). The 
initial cash dividend was paid in 
May, 1913. 16% years have 
elapsed and 65 regular consecutive 
quarterly cash dividends have been 
disbursed to stockholders. 


Extra cash dividends have also 
been paid and there have been one 
4 for 1 and one 2 for 1 stock 
split-ups. 

In addition, stock dividends are 
being paid at this time. 


No Bonds—No Bank Loans—No 
Preferred Stock. List of products 
manufactured and copies of latest 
financial report can be obtained 
at brokers’ offices or on applica- 
tion direct to the Corporation. 


STEWART-WARNER 
CORPORATION 


1826 Diversey Pkwy., Chicago 
and subsidiaries 


Alemite Products Co. of Canada, Ltd. 
The Alemite Corp’n. The Bassick Co. 
The Stewart Die-Casting Corp’n. 


DoyvouKnow 


The dividend rates of all New York 
City Banks and Trust Companies! 


Write for BTI 


| | Guttag Bros. 


16 Exchange PIl., N. Y. 


PHILADELPHIA 
11th and Sansom Sts. 
Pennypacker 1500 


PITTSBURGH 
723 Liberty Ave. 
Atlantic 3400 


The Growth of 
Banking 


T HE capital, deposits and the total 
resources of the banks of the 
United States are larger than ever 
before, according to the annual state- 
ment made to the National Association 
of Supervisors of State Banks by R. N. 
Sims, vice-president of the Hibernia 
Bank and Trust Company, of New Or- 
leans, and secretary-treasurer of the 
association. The figures compiled are as 
of March 27, 1929. 

“The figures given are very gratify- 
ing,” he said, “and reflect, as a whole, 
a healthy condition of the banking in- 
stitutions of our country. 

“On March 27, 1929, there was a total 
of 25,9382 banks, of which 18,357 were 
state banks and 7575 national banks, 
and in round numbers a total capital, 
surplus and undivided profits of $9,274,- 
242,341, total deposits of $58,610,581,757, 
and total resources of $72,666,752,001. 
Total deposits of all banks were $1,896,- 
064,896 above the previous high record 
of Feb. 28, 1928, and total resources 
$3,227,280,777 above resources of that 
date. 


Deposits Increased 


66 N March 27, 1929, in round num- 

bers the capital, surplus and un- 
divided profits of the state banks were 
$5,573,901,341, and of the national banks 
$3,700,341,000, showing the capital re- 
sources of the state banks to be 50 per 
cent in excess of the national banks. 
The deposits of the state banks were 
$35,737,701,757 and of the national banks 
$22,872,880.000, showing the deposits of 
the state banks 56 per cent in excess 
of the national banks. The total re- 
sources of the state banks were $43,644,- 
840,001 and of the national banks $29,- 
021,912,000, showing the resources of the 


state banks 50 per cent in excess of the 
national banks. 

“Between March 27, 1929, and Feb. 
28, 1928, deposits of the state banks 
increased $1,302,266,896, and deposits of 
the national banks increased $593,798.- 
000. During the same period total re- 
sources of the state banks increased 
$1,779,055,776, and total resources of the 
national banks increased $1,448,225,000. 


Fewer Banks 


é66Q INCE June 30, 1919, which was the 

date of my first complete state- 
ment, capital, surplus and undivided 
profits of the state banks have increased 
$2,674,238,664 and the national banks 
$1,336,863,000. The deposits of state 
banks have increased $14,104,879,745 and 
the national banks $6,948,015,000. Re- 
sources of the state banks increased $17,- 
679,164,165 and the national banks $8,- 
222,362,000. The decrease in the num- 
ber of state banks totals 2671. The de- 
crease in the number of national banks 
totals 210. 

“This makes a total increase in all 
banks of the United States since June 30, 
1919, as follows: 

Capital, Surplus and Undivided Profits— 
$4,011,101,664 or 76 per cent. 
Deposits—$21,052,894,745 or 56 per cent. 
Resources—$25,901,526,165 or 55 per cent. 
Number of institutions—2881 (decrease). 

“Both classes of banks perform equal- 
ly useful and necessary functions, and 
I do not make comparisons for the pur- 
pose of disparagement, but to emphasize 
the colossal size of the two great bank- 
ing systems and to direct attention to 
the importance and need of both in the 
development and handling of our coun- 
try’s business.” 


New Books 


BANKERS’ BALANCES. A Study of 
the Effects of the Federal Reserve 
System on Banking Relationships. By 
Leonard L. Watkins, Ph. D., Assistant 
Professor of Economics, University of 
Michigan. Published by A. W. Shaw 
Company, Chicago. 386 pages. 

A timely book on a timely topic. It 
won the first triennial prize for research 
offered by the Chicago Trust Company, 
presenting a comprehensive analysis of 
the workaday relations between banks 
and the Reserve System. In view of the 
interest now being displayed in the ma- 
chinery of the Reserve System, particu- 
larly with reference to the call money 
market, Dr. Watkins has reached an in- 
teresting and perhaps a far reaching 
conclusion when he says: 

“While the Federal Reserve System 
has brought about certain important 
changes—in part of emphasis—with re- 
spect to inter-bank deposits and the un- 
derlying correspondent relations, it is 
also true that the correspondent system 
has to some extent altered the opera- 
tions of the Federal Reserve banks. The 
Federal Reserve System has not, for ex- 
ample, led to any diminution in the re- 
lative volume of funds flowing into New 
York, Chicago and other leading centers. 
Rather, the New York and Chicago Fed- 
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eral Reserve Banks, having been called 
upon to perform a correspondingly large 
volume of business, have grown to dis- 
proportionate size in comparison with the 
other reserve banks. But this does not 
bring the regional basis of the system 
into question; the system has grown 
along predetermined lines, and funds 
tend to flow along old channels. There 
is no reason why the changes in the 
original specifications, as long as they 
do not involve concessions in principle, 
should stand in the way of the broad 
ends which the Federal Reserve System 
was designed to serve.” 


EPOCHS IN AMERICAN BANKING. 
By Noble Foster Hoggson. Published 
by the John Day Company, New York. 
250 pages. 

The story of American banking is told 
as a tale and not in text-book form. One 
by one the significant events in the de- 
velopment of this country’s banking 
system are presented—from the earliest 
use of wampum down to the Federal 
Reserve System and the most modern 
types of securities. 


THE INTERNATIONAL FINANCIAL 
POSITION OF THE UNITED 
STATES. Published by the National 
Industrial Conference Board, Inc., New 
York. 276 pages. Price $5.00. 

After the lapse of ten years of post- 
war development and readjustment in 
the world relations of the United States, 
the book is designed to provide the basis 


Arrange for a 
Stop-Over or 
Side Trip in 


Pikes 
Peak 


Falls are wonderful in the Pikes 
Peak Region. And on transcontinental 
tickets there is no extra charge for a 
stop-over in or side trip to Colorado 
Springs. 

Fime hotels are open the year around. 
There are golf, tennis, riding, marvel- 
ous trips into the mountains in the 


Going to or Returning from San Francisco Convention 


THE COLORADO SPRINGS CHAMBER OF COMMERCE 
392 Independence Building, Colorado Springs, Colo. 


clear, clean, sparkling, crisp air, with 
the gold of aspen and scarlets of su- 


mach against the green of spruce and 


pine. 

Any information desired will be 
gladly —— upon request. You’ll 
find a welcome break in the monotony 
of a long journey. 


for a broad view and clear understanding 
through a careful analysis of the signi- 
ficant features of the development of 
American international financial relations 
prior to, during and since the World War, 
with special emphasis upon the bearing 
of this development upon American trade 
relations and domestic banking con- 
ditions. 


New Membership Certificates 


EMBERS of the American Bankers 

Association will on Sept. 1 receive 
from the Association headquarters in 
New York City certificates of member- 
ship for the fiscal year ending Aug. 31, 
1930, signed by the Executive Manager, 
F. N. Shepherd, and countersigned by 
the Treasurer, W. D. Longyear. 

With the certificate there will go to 
each member a bronze insert showing 
that dues have been paid, and this insert 
should be placed in the sign of the Asso- 
ciation held by members and displayed 
in a prominent position over the paying 
teller’s window. The sign is a protec- 
tion, for it serves as a warning to those 
who might otherwise attempt a hold-up 
or commit other crimes. 

The Constitution and By-Laws of the 
Association provide that membership 
dues shall be paid in advance, as of 
Sept. 1, the beginning of the fiscal year. 
To avoid unnecessary correspondence 
and delay, members are urged to honor 
the certificates when presented. The 
schedule of dues for banks and trust 
companies (based on capital and sur- 
plus) follows: 

$25,000. . 

100,000.. 

250,000. . 

500,000. . 

750,000.. 
1,000,000. . 


less than 
$25,000 and less than 
100,000 and less than 
250,000 and less than 
500,000 and less than 
750,000 and less than 


1,000,000 and less than 2,500,000. .150 
2,500,000 and less than 5,000,000. .200 
5,000,000 and less than 10,000,000. .250 
10,000,000 and less than 15,000,000. .300 
15,000,000 and less than 20,000,000. .350 
20,000,000 and less than 25,000,000. .400 
25,000,000 and less than 30,000,000. .450 
30,000,000 and less than 35,000,000. .500 
35,000,000 and less than 40,000,000. .550 
40,000,000 and less than 45,000,000. . 600 
45,000,000 and less than 50,000,000. .650 
50,000,000 and less than 55,000,000. .700 
55,000,000 and less than 60,000,000. .750 
60,000,000 and over 


Private Bankers and Banking Firms: 
Dues are based on capital employed in 
their business per schedule above. 


Dues for Branches of any of the Above 
Classes of Membership: 

With separate capital, same as sched- 

ule: without separate capital, specifi- 

cally set aside therefore 

Dues for mutual and cooperative sav- 

ings banks or institutions without 

capital are based on their surplus or 

reserve fund, as per table above. 
Dues for Associate Members: 

Based on above schedule with the ex- 
ception that $250 is the maximum fee. 

Please remit direct to the Irving 
Trust Co., 60 Broadway, New York, in 
New York funds, making your check 
payable to that institution. 


Advertising 


that pays 
DIVIDENDS 


OUR newspaper space 
is an investment in ad- 
vertising. 


But it isn’t the space itself 
that produces dividends. It 
is what goes into that space 
—your copy! 


“Collins” newspaper copy 
is “newsy,” interesting and 
produces satisfactory re- 


sults for banks using it. 


The Collins Service will 
make your investment in 
space pay dividends! 


THE COLLINS SERVICE 
Financial Advertising 
1518 Walnut Street, 
PHILADELPHIA 


Commerce Carriers 


A Shipping Board report discloses 
that 5100 vessels of 23,000,000 gross 
tons flying the flags of twenty-eight 
countries participated in the carriage of 
American foreign trade in the fiscal 
year 1928. 
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PROTECTION 


For Sare Deposir Patrons 
Used by 75% So. Calif. Banks 


By pressing a button 
a Varnum Door En- 
gine will inspiringly 
and smoothly open or 
close and lock heavy 
swing- 
ing or 
siid- 
ing grill 
doors. } 
Have 
your ar- 
chitect , 
write for 
catalogue 
and de- 
tail plans. 


Reliable agents wanted. 


VARNUM Door ENGINE COMPANY 
949 Venice Blvd., Los Angeles, Calif. 


Speediest 
and Stro est / 
Fingers holding papers are safe! Handle 
i; of ACCO PUNCH does not touch hand. 
e Steel dies cut holes with only a slight pres 
sure of fingers. 

ACCO PUNCHES never rust, break or 
need servicing of any sort—the safest, speed- 
iest and strongest you can buy. For all 

| ® standard loose leaf gaugesand hcles. Uncon- 


ditionally guaranteed. 
Write for circular, giving 
dealer’s name 
AMERICAN CLIP CO. 
Long Island City, N.. Y- 


Without loss of effici- 
ency you can save as muchas 90% 
on cost of additional filing equipment 
by transferring present records into Quik-Lok @ 
Storage Files—and using same files again. Quik- 
. Loks cost less than interest and deprecia- 


STORAGE FILE 
Sample File sent g 
KAY DEE CO.,3616\G@ 


South 36th Street 
Lincoln, Neb. 


STOCKHOLDERS and MAILING 


LISTS 


For SECURITY DISTRIBUTION 


Corrected regularly—Sold with a guarantee 
ASK FOR CATALOG 
American Mailing Service, Inc. 
225 Varick St., N. Y.C. 


Abnormal Interest Rates 


Interest rates are still abnormally 
high, and it seems probable they will re- 
main high during the months just ahead, 
says the Cleveland Trust Company. 
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Livestock’s Contribution to Prosperity 


(Continued from page 141) 


Growers’ Position Strategic 


: oon year was especially favorable to 
the cattle grower for range condi- 
tions were generally good and all grass 
cattle moved freely to killers and finish- 
ers at prices considerably higher than 
for many years and with a high pur- 
chasing power. The Department of 
Agriculture states that the cattle grower 
is in a strategic position, with the out- 
look reasonably favorable for several 
years. 

A close adjustment between cattle 
production and slaughter now exists, but 
as restocking takes place and herds ac- 
cumulate, the market supply will prob- 
ably show a further reduction. There 
appears to be a rather distinct lag be- 
tween changes in slaughter and changes 
in numbers on farms and ranges. 

“At this phase of the cattle cycle the 
relatively high prices of breeding stock 
increases the inventory value of cattle 
and makes expansion somewhat more ex- 
pensive and risky,” says the Department 
of Agriculture. “Judging from previous 
cycles the general peak of the present 
price cycle would be expected in 1930 
or 1931 depending somewhat on the fed- 
cattle situation. In many areas cattle 
compete with sheep in the utilization of 
the available pasture and range, and 
the expansion of the sheep production in 
the last several years has been at the ex- 
pense of cattle numbers in many areas. 
As long as sheep production continues 
profitable, expansion of cattle numbers 
in states where sheep production is a 
factor is expected to be gradual and con- 
fined to districts that are particularly 
adapted to cattle production. 

“In view of the post-war losses, prices 
will have to hold to relatively high levels 
for some time before financiers gain suf- 
ficient confidence in the stability of the 
present level of prices to grant liberal 
credit for rebuilding herds. With the 
tendency to market cattle at younger 
ages and the consequent more rapid 
turnover, growers may be inclined to 
take less chance on growing stock to 
maturity than was the case at the be- 
ginning of the previous production cycle. 
This hesitancy would result in a more 
gradual increase in cattle numbers than 
took place in the previous period of ex- 
pansion from 1912 to 1918, but the ef- 
fect of increased production would be 
reflected sooner in market receipts. The 
present level of cattle prices will encour- 
age increased cattle production, but it 
should be borne in mind that when 
prices are approaching the peak of a 
cycle, it is not usually a good time for 
beginners to enter any industry. When 
cattle numbers are at a low point, the 
lower grades of slaughter cattle and 
stockers and feeders sell relatively high 
as compared with fat cattle, but when 
supplies of cattle are plentiful the 
spread between prices of fat cattle and 
the lower grades widens materially.” 


Hog Industry Improves 


ie the swine industry, a slight cyclical] 
upward trend in prices and a cyclical 
downward trend in production devel- 
oped, with marketings at the peak of 
their cycle. In other words, a turning 
point of the hog cycle was registered. 

Domestic demand for pork improved 
somewhat during the year, in line with 
general industrial conditions, but for 
the year as a whole, demand was appar- 
ently not much better than during the 
previous year. 

The increased supply was reflected in 
lower prices for live hogs and in lower 
wholesale and retail prices of hog prod- 
ucts. Exports of hog products in 1928 
increased somewhat. The corn-hog ratio 
was somewhat less favorable than dur- 
ing the previous year and was consider- 
ably less favorable for production and 
feeding than for several years. This 
was reflected in decreased breeding dur- 
ing the year, which is a forerunner of 
decreased marketings. 

A study by department economists of 
the statistical background of the situa- 
tion, the characteristic cyclical swings in 
the hog industry, and the effect of the re- 
lation between prices of corn and hogs on 
market supplies, indicates definitely that 
the industry has passed the extreme low 
phase and is on the upward swing of a 
new price cycle. Decreased production 
is indicated, which means some reduc- 
tion in market supplies during 1929 and 
probably for a longer period. 

The future situation in regard to hog 
supplies, and the character of the next 
price cycle, hinge somewhat on the corn 
crop of 1929, according to this study. 
Regardless of any probable change in 
the size of the 1929 corn crop, condi- 
tions appear reasonably favorable for 
the hog producer during the last half 
of 1929, and through 1930, and possibly 
early in 1931. Hog cycles average about 
four years in length and the duration of 
the cycles has been rather uniform in 
length throughout the last quarter-cen- 
tury, with only slight modifications as 
the result of war conditions and varia- 
tions in the size of the corn crop. 


The Best Sheep Year 


EASURED in terms of the pur- 
chasing power of the sheep dollar, 
conditions in the industry were appar- 
ently the most favorable on record. 
Heretofore, the sheep price cycle has av- 
eraged around eight to ten years in 
length, but after seven years of prices 
rather favorable to the industry, it 
would seem to the department that 
changed conditions may extend the pres- 
ent cycle over the maximum range. 
Despite an increase in total market 
supplies of lambs for the year, prices 
averaged higher than in the year be- 
fore. Higher wool prices meant that 
live values were relatively higher than 
carcass prices. 
The lamb crop was estimated as 9 per 


punches} 
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cent larger than the year previous. The 
increase, which occurred chiefly in the 
western states, was reflected in larger 
market supplies in the early fall, a large 
proportion of which were heavy feeder 
lambs that were forced into the slaugh- 
ter market as the result of a relatively 
poor demand for feeding lambs at that 
time. Results from lamb feeding in the 
western feeding areas for the spring 
market were very satisfactory. This 
would have probably resulted in gen- 
erally increased feeding in those areas 
last winter had it not been for local un- 
favorable feed conditions. Early in the 
fall, returns from lamb feeding in the 
corn belt were relatively unsatisfactory, 
but those who fed for the winter mar- 
ket apparently received the most satis- 
factory returns in several years. 


Production Stimulated 


HE proverbial seven good years, to- 
T gether with the relatively high level 
of prices, has greatly stimulated sheep 
production. Flock numbers have in- 
creased at a progressive rate. Expan- 
sion at this rate cannot continue much 
further without affecting the industry 
adversely. Holding back lambs to in- 
crease flocks has restricted slaughter, 
but when this policy ceases, the depart- 
ment points out that increased market 
supplies and a probable downward swing 
in the price cycle may be expected. 


Considerable shifting from cattle to 
sheep has taken place in many areas, 
but this shifting has now apparently 
ceased, because of the recent marked im- 
provement in the cattle situation. This 
will have a stabilizing effect on both 
industries as it will tend to restrict 
further expansion in the sheep industry 
and will prevent rapid increase of cattle 
in the western range territory. 

Considered as a whole, as measured 
by total income to producers, by appar- 
ent profits and by the general level of 
prices of all meat animals, the year has 
been the most favorable the livestock in- 
dustry has seen in the post-war period. 


Bank Women to Meet 


ro the second time in three years the 
Association of Bank Women are to 
hold their annual convention in Califor- 
nia. This year the meeting-place is San 
Francisco, where they will meet in con- 
junction with the American Bankers 
Association from September 30 to Octo- 
ber 3. 

Their official and registration head- 
quarters will be at the Sir Francis Drake 
Hotel with residential headquarters at 
the Western Woman’s Club. 

The following committee chairmen 
have been appointed: 

GENERAL CONVENTION COMMITTEE 

CHAIRMAN 

Mrs. Edward Dexter Knight 
Director Women’s Banking Dept. 


Bank of Italy, N. T. & S. A 

San Francisco, California 
PROGRAM COMMITTEE CHAIRMAN 

Miss Nina_Y. Carter 

Manager Women’s Dept. 

People’s Trust and Savings Bank 

Michigan Blvd. at Washington St. 

Chicago, Illinois 


Better than 
ordinary Shades 


and Awnings 


combined 
ATHEY SHADES do not cut off 
the top light as awnings do and 
they allow a great deal more shaded 
light to enter than ordinary shades. 
Besides being the handsomest shade 
for any Office, Hotel, Hospital, 
School or Public Building, ATHEY 
Shades are practical as they are in- 
stantly adjustable to shade any part 

of the window. 

SPECIAL FEATURES 
ATHEY Shades resist dirt. Dyed in seven 
non-fading colors to harmonize with various 
office finishes. Always the same distance 
from the window. No rollers, latches, 
catches or springs to slip,.stick or break. 
In any length and in widths up to 16 feet. 
Sunbursts for circle-head, segmental or 
Gothic windows. Also operating shades for 
skylights. 


ATHEY COMPANY 
6089 W. 65th St., Chicago, III. 


Representatives in Principal Cities 
In Canada: 
Cresswell-Pomeroy Company 
Montreal and Toronto 


AMERICAN BANKERS ASSOCIATION JOURNAL 


Shades and 
Cloth-lined 
Metal Weather- 
Strips 


INDEX TO ADVERTISERS 


A. B. A. Cheques 

Allyn & Co., A. C 

American Appraisal Co 
American Basic Business Shares Corp.. 
American Clip Co 

American Credit Indemnity Co 
American District Telegraph Co 
American Express Co 

American Mailing Service, Inc 
American Stainless Steel Co 
Athey Company 

Atwater Kent Mfg. Co.. 

Bank of Italy 

Bankers Trust Co 

Bank Vault Inspection Co 
Becker & Co., A. G 

Bell Telephone Securities Co 
Burlington Venetian Blind Co 
Burroughs Adding Machine Co 
Celotex Co 

Central Banknote Co 

Chemical Bank & 

Citizens National Trust & Savings Bank. 
Cleveland Trust Co 

Collins Service 

Colorado Springs Chamber of Commerce. 
Congoleum Nairn, Inc 
Continental Illinois Bank & Trust Co....X 
Dahlstrom Metallic Door 
Diebold Safe & Lock Co 

Doherty & Co., Henry L 
Downey Co., C. L 

Empire Bond & Mortgage Co 
Equitable Trust Co 

Ernst & Ernst 

Fidelity & Deposit Co. of Md 
First National Bank, Chicago 
Foreman Banks 

General Fireproofing Co 
General Motors Acceptance Corp 
General Surety Co 

Gilbert, Clinton 

Gilbert Paper Co 

Guaranty Trust Co 

Guttag Bros 

Halsey, Stuart & 

Hanchett Bond Co 

Hanson & Hanson 


PUBLICITY COMMITTEE CHAIRMAN 


Miss Mary E. Stetson 

Manager of the Women’s Dept. 
Chase National Bank 

143 West 57th Street 

New York, New York 

Miss Margaret Daily, Local Chair- 


man 
Asst. Director Women’s Banking 
Dept. 


Hoit, Rose & Troster, Inc 

Holmes Electric Protective Co 

Indiana Limestone C 

International Harvester Co. of America. 

Invincible Metal Furniture Co 

Irving Trust Co 

Kay-Dee Manufacturing Co 

Kidder Peabody Co 

Lamson Company 

Leonard & Co., Ralph B...+............ 

Mercantile Commerce Bank & Trust Co. . 

Midland Bank, Ltd 

Milwaukee Chair Co 

Monroe Calculating Machine Co 

Mosler Safe C 

National Ass’n of Mutual Casualty Com- 
panies 

National Cash Register Co 

National City Co 

National Safe & Lock Co 

Newman Manufacturing Co 

New York Trust Co 

Otis & Co... 


Remington Rand Business Service, Inc., 
4th Cover 
Rolston & Co., Henry G 
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WHAT DO YOU THINK? 


«@ Being a more or less personal talk between the Evitor and the READER @ 


The “Skinflint’’ Banker 


N the course of an address before the 

Colorado Bankers Association on bank 
management, in which he also discussed the 
guarantee law, Dan V. Stephens, president 
of the Fremont (Neb.) State Bank, paid his 
respects to the conservative banker in the 
following words: 

“T have a lot more respect for the repu- 
tation of these old skinflint bankers than I 
used to have. It used to be when I was on 
the other side of the counter borrowing 
from them I did not think much of the 
skinflint banker; but we have not closed out 
any of them in Nebraska; we have not had 
to pay for a single one of those fellows. 

“But the glad-hander, the slap-you-on-the- 
back fellow, that lends his money a cent be- 
low his neighbor, cuts the interest rate, does 
everything irregular, in other words, runs an 
outlaw bank—those are the ones we had to 
pay for, not the skinflint, the hard-boiled 
old bird that tells you the truth when you 
come in his bank—not those fellows! I 
have a wholesome respect for them. I see 
some of them here now in front of me. Be- 
lieve me, I know them on sight, too. I have 
been before them a good many times.” 


A Chart on a Cottonwood 


A> anon he gave a personal instance of 
the value of conference among bankers 
—particularly appropriate just now with the 


Annual Convention of the American 
Bankers Association to convene on the last 
day of September in San Francisco. 

“We had a meeting of fifty bankers in a 
grove a year ago last June,” he said. “We 
had two young men who were very expert 
in figuring interest and savings prepare in 
advance charts 6 by 8 feet, which we nailed 
to a big cottonwood tree. These two young 
men, who were specialists in that line, gave 
an extremely fine discussion on the subject. 
In the course of the discussion I was very 
much astounded at the facts they brought 
out. As I sat there and listened to that 
discussion on how they figured interest 1 
said to our vice-president: 

“Ts that the way we figure the interest?’ 

“*No,’ he said, ‘we figure it on monthly 
balances,’ and I was properly shocked. 

“The upshot of it was I put the order in 
right then and there for a reformation in 
our method. 

“From June to June our saving amounted 
to $3,200. We saved $3,200 just from that 
one idea I got sitting out under a cotton- 
wood tree on a camp stool with a lot of 
other bankers, yet there are bankers who 


do not think it pays to attend bankers’ 
meetings!” 


A Western Banker’s View 
HANGE is the watchword of the uni- 


verse. Even the hills, an eminent 
scientist observed, rise up and settle down. 
ln the depths of the Grand Canyon, or on 
to the summits of the highest mountain, 
one does not have to linger long to observe 
that even in those places the process of 
change goes steadily torward. In the more 
fluid and flexible matters of human en- 
deavor it is not strange that there should be 
constant change of methods, institutions and 
organizations, and these phenomena, like 
everything beneath which there lies the 
motivating power of some natural law, are 
susceptible to various interpretations. 

Interesting among the current comments 
upon the transformations taking place in 
banking is that made by W. T. Triplett, vice- 
president of the Spokane & Eastern Trust 
Company of Spokane, Washington, in his 
report as the retiring president of the Wash- 
ington State Bankers Association. 

“The movement toward centralized con- 
trol of banks continues in steadily increas- 
ing volume,” he said. ‘‘This movement has 
taken various forms. In some cases it is 
mergers; in some cases it is branch banking; 
in some cases it is chain banking through 
unit ownership or holding companies. It 
seems to be a race for size, for volume, for 
the elimination of overhead, for supremacy 
over the other fellow. 

“In some cases these mergers or chains 
or whatever you choose to call them are 
necessary to take care of the large corpora- 
tions of the communities they serve, but for 
the most part that argument is a subterfuge 
to justify the action taken. 

“Down at the bottom of it all is the 
ambition of some man or set of men to 
control larger things. They are succeeding 
remarkably well, and what may once have 
been an ambition is likely to develop into a 
more or less general condition where others 
will be forced to fall into line or be stifled 
by the competition. 

“Some of our best posted economists think 
we are rapidly approaching centralized con- 
trol on a national scale. Others say it is 
but a temporary fever that will subside with 
the passing of the speculative hysteria that 
has fastened such a hold on our people.” 


Radio and Your Bank 
66 ANY big bank that sidesteps the use of 


radio is making a big mistake,” de- 
clares W. R. Morehouse of the Security- 
First National Bank of Los Angeles, Cal. 

In the first and last analysis radio is a 
means of communication. First, the town 
crier, the mails, the newspaper, the tele- 
graph, the telephone and now the radio. 

When we look back to those times when 
banks in their conservatism thought it to be 
unwise or unnecessary or unsomething to use 
the newspapers, we can see where the banks 
lost an opportunity to help themselves. More 
than that, we can see where in failing to act 
they failed to render a very important ser- 
vice to the peoples of their communities. 

Now if a bank looks upon the use of the 
radio to advertise itself as freak stuff, or 
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stunt stuff not quite up to the mark of good 
banking, is it not following the old line of 
thought that deterred its forefathers from 
using the newspapers? 

If the bank of today does not want to be 
on the air with a lot of sweet singers pos- 
sibly that is the reason why the bankers of 
days long gone did not want to go into the 
newspapers. It might have shocked the 
conservatives to have picked up the morn- 
ing paper and found the advertisement of 
the bank on the same page as that of the 
reigning minstrel show. 

The use of the radio at present applies 
mostly to the big bank, but what will the 
small bank do if the big bank, employing 
radio—and every other device that it can 
think of—begins to draw, as indeed it is 
likely to do, the customers of the small 
banks, some of which are situated far away 
from the broadcasting institution? 

That is a question bristling with impor- 
tance to the small banks located within dan- 
ger distance of the big ones, because the 
use of the radio will in all probability grow 
and the small banker cannot, even if he 
would stand idly by and witness the decima- 
tion of the ranks of his customers. 

Is there a way by which the smaller bank 
individually or collectively may meet com- 
petition in kind—a way in which he can get 
into the consciousness of his community 
with his own story and his own advantages? 

If the big bank must think about the 
possibilities of radio, the little banker must, 
perforce, think about the possibilities of 
radio not as a destructive agency, but as an 
agency that will be constructive for his own 
business. 


Convention Questions 


HERE is every reason to believe that 

this year there will be a great outpouring 
of bankers to the Annual Convention of 
the American Bankers Association. The 
Pacific Coast has a lure of its own, the oc- 
casion offers many opportunities for sight- 
seeing going and coming from San Fran- 
cisco, the convention city, but of far more 
important consideration is the fact that this 
1929 meeting presents an unparalleled op- 
portunity for discussing the future of bank- 
ing. 

To what is banking tending? Will the 
present movement towagd mergers and con- 
solidations gather momentum? Will the 
group banking movement spread? Is the 
opposition to branches growing less? 

These are some of the questions upon 
which many men will seek the opinions of 
many other men. From the information 
gained in this convention it is reasonable to 
believe that many an individual will chart 
his future course in banking. 


| 
nA \\ iy EE LZ: 


